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Avaust 8, 1957 


Statement of Hon. Edward Martin, United States Senator from State 
of Pennsylvania. = 

Opening statement by Senator Estes Kefauver, chairman. This=phase 
of inquiry to be concerned with several questions. “The first and most 
important is whether prices are administered in the steel industry in 
such a manner that competition is negligible, and, if that be the case, 
whether existing antitrust laws are broad enough to reach such prac- 
tices.” 

Also want “to determine to what extent the price increase was due 
to the increase in wage costs, as provided in the second year of the con- 
tract between the United Steelworkers of America and United States 
Steel. 

“Third, the subcommittee is also concerned with the economic con- 
sequences of the price increase at a time when production in the industry 
is falling and there is a substantial amount of excess capacity * * *.” 

Noted cost increases to Government and industry of steel price increase. 

Letter from Assistant Secretary of Defense Perkins McGuire relating 
to increased costs to military departments resulting from steel-price 
increase. 


Statement of Roger M. Blough, chairman of the board, United States 
Steel Corp., accompanied by officials of the company 

Introduced accompanying Officials. 

Read prepared statement. 

“* * * rising prices do not cause inflation; they are the result of 
inflation * * *,” 

Contended that steel-price increase makes very little difference in 
cost of living. 

Experience had shown United States Steel that attempts to cut 
prices to help curtail inflation were of little value. 

Since its founding “United States Steel’s share of total domestic pro- 
duction has declined continuously * * *,.” 

United States Steel meets competition not only from other domestic 
producers but from foreign producers and substitute materials. 

Told the committee that there is less inflation in United States than 
in some other countries with Government controls. 

Russia has overcome the lead of the United States and now produces 
more steel than we do. 


August 9, 1957 


Statement of Roger M. Blough, Chairman of the Board, United States Steel 
Corp., accompanied by officials of the company—Resumed 
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Disputed the figure in Senator Kefauver’s opening statement on the 
cost to the automobile industry of the steel-price increase. Also said 
rise in employment costs was much higher than steel costs. 

Discussion of increased costs of various products. 

Table entitled “Estimates of Price Increases for Steel-Consuming 
Industries Following Steel Increase of 1957.” 

Steel sells for about 734 cents per pound. With an output of about 
84 million tons, or 168 billion pounds, it has a value of $12.5 or $13 
billion. The price increase of 4 percent amounts to about $500 million 
per year. 
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Mr. Blough said the increase amounted to three-tenths of 1 cent per 
pound of steel. Senator Kefauver, stating that steel is usually priced 
and sold in terms of tons, said: 

“If you priced it in terms of ounces, it would be even less than that.” 

Price of steel was raised $6 a ton instead of some other amount 
because “it was our judgment that the price that we raised steel on 
July 1 was approximately the price at which it could have properly 
been raised at that time * * *,” 

Did not know whether they had the power to raise prices by a 
larger amount if they wanted to do so. Did not consult with any other 
companies before raising prices by average of $6 per ton; most com- 
panies increased prices by same amount. 

On some occasions United States Steel has followed price rises of 
other companies. 

Senator O’Mahoney asked if the price of steel had been increased 
because they wanted to raise the price or because of price rises in other 
things; if United States Steel had any suggestions to submit on deal- 
ing with inflation. Mr. Blough said he would submit his personal views 
in writing at a later date. 

In addition to other rising costs, freight rates went up 7 percent the 
preceding day. 

AveustT 10, 1957 


Senator Kefauver said during preceding discussion Mr. Blough had 
used “figures indicating a relatively low cost derived by multiplying the 
number of pounds of steel in say, an automobile, by the number of 
automobiles produced, and * * * for other items, also. The higher 
figures which I have cited and which were taken from trade journals 
and magazines represent what, in their opinion, the increase in the price 
of steel will end up in costing the buyer.” 

They would approach the problem on Mr. Blough’s terms—consider- 
ing the costs only to consuming industries. 

Table showing increased cost of carbon steel to major steel-consuming 
industries. 


Statement of Roger M. Blough, chairman of the ‘board, United States 
Steel Corp., accompanied by officials of the company—Resumed 

The idea that the steel industry will retain the $500 million from the 
price increase is “erroneous.” Senator Kefauver agreed, and pointed 
out that this figure only represented what consuming industries would 
have to pay out. 

Introduction of Mr. Robert C. Tyson, chairman of the finance commit- 
tee, to present his testimony. 

The total employment costs for 1956 amounted to 39.7 percent of sales. 

Cost of products and services came to 35.2 percent of sales; taxes to 
all governments came to over 10 percent; depreciation came to 6.6 per- 
cent ; interest and dividends, reinvested income came to 4.2 percent. 

“The wage inflation underlies all other cost and price inflation. This 
is because the wage inflation is surprisingly universal and uniform 
throughout American industry * * *. For each dollar that our employ- 
ment costs increase, our total costs increase over $2. Economic arith- 
metic tells us that the new cost-push inflation can never be terminated 
until inflation in the biggest and most basic cost, employment cost, is 
terminated.” 

Price increases since World War II have not been enough to widen 
profit margin. 1944 profits reached a low point of less than 3 percent 
of sales. 

Costs much more to construct or purchase new plants or equipment 
now than it did 20 or more years ago. “Yet the depreciation on these 
old plants is required for tax purposes to be based on the relatively 
small number of dollars paid for them long ago. Asa result, the depre- 
ciation currently allowed is quite insufficient to equal what has been 
paid out when the old facilities are modernized or replaced.” Five-year 
amortization of some facilities has been of some help. 
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“As basie costs continue to be forced upward, management’s problem 
becomes especially acute with respect to covering the depreciation defi- 
ciency because it takes $2, either from cost reduction or from customers 
in the prices they pay, to yield $1 toward meeting the depreciation defi- 
ciency. This is because tax law refuses to treat the depreciation 
deficiency as a cost * * *.” 

In figuring trends in profit size, care should be taken in using per- 
cent return on investment and percent return on net assets. 

Table showing disposition of United States Steel income if 1955 sell- 
ing prices had obtained in 1956. Explanation followed. Mr. Tyson 
said “the technical answer to whether rising costs can be absorbed 
without price increase is, ‘Yes—for some companies for a brief and 
disastrous period.’ But I submit that there is no good purpose served 
in so doing.” 

United States Steel’s policy of reinvestment of income approximates 
American corporate policy as a whole. They also rely on outside financ- 
ing of capital expenditures. 

“* * * The records of United States Steel cumulatively and convinc- 
ingly show that as long as nationwide wage inflation continues at rates 
exceeding the increases in productivity a price inflation will be com- 
pelled. By squeezing out profits there could be a brief lull, but prices 
thereafter would have to reflect directly the rising costs.’”’ A squeeze 
on profits would “bring about great unemployment.” 

United States Steel exhibits I-VIII. 

Mr. Blough submitted various statements for the record. 

Mr. Tyson is not suggesting that wages should be pushed back—only 
pointing out that all employment costs represent large part of total 
costs of industry. 

Senator O’Mahoney asked if his statement, “The evil in this matter 
is the basic cost inflation * * *” were not more accurate than state- 
ment “which makes the whole argument turn upon wages.” 

Dr. John Blair explained chart showing relationship between oper- 
ating rate in steel industry and rate of return on stockholders’ invest- 
ment after taxes. Chart covers period 1921 through first 6 months of 
1957, excluding war years. 

Chart’s principal value “is that it shows how close a relationship 
there has been in the steel industry for a long period of years between 
the level of capacity operated—the operating rate—and the rate of 
profit. Roughly speaking, the greater the percentage of capacity util- 
ized the higher the profit rate.” 

Pointed out that the industry, although operating at lower rate of 
capacity in first half of 1957, had higher profit showing than in 1950 
when operating at a higher capacity. 

Chart referred to and Federal Trade Commission report on profits in- 
serted in record. 

Table showing selected quarterly production and financial data for 
the 10 major steel companies and the steel industry as a whole, 1956 
and first half 1957. 

Between second quarter of 1956 and 1957 United States Steel’s oper- 
ating rate declined but income after taxes as a percent of sales rose 
from 9.2 to 9.9 percent. Earnings per share rose from $1.83 to $2.04. 
Dividends on common stock rose from 65 cents a share to 75 cents a 
share. 

Mr. Tyson said it was the first time since 1940 that percentage return 
had been above that of 1940. 

In peace years prior to 1941, when operating at a capacity of over 80 
percent, average rate of return on sales dollar was 13.9 percent, as 
compared to 9.9 percent earned in first 6 months of 1957, when operating 
rate was higher than average. 

Table entitled “United States Shipments of Steel Products, Ali Grades, 
Including Carbon, Alloy, and Stainless, by Month, November 1956- 
May 1957.” 
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Table entitled “United States Steel’s Financial Story, 1910-56.” 

Mr. Tyson said “the average life of all physical capacity in the coun- 
try is in the area of 13 or 14 years as against our 25 years, so we have 
100 percent more opportunity for the effects of inflation to hit us than 
has the average for all industry.” 

Fortune lists United States Steel as fourth in net profits in country. 
However, United States Steel’s net was $348 million as against the top- 
ranked company’s $847 million. Also, Mr. Blough pointed out that “we 
rank 123d on the basis of sales out of those 500 corporations, and we 
rank 243d on the basis of investment.” 


Aveust 12, 1957 


Statement of Roger M. Blough, chairman of the board, United States 
Steel Corp., accompanied by officials of the company—Resumed 

Table entitled “United States Steel Corp. cost items and percent of 
total costs, year 1956.” 

Mr. Tyson could not supply a breakdown of wages and salaries of 
workers covered by steelworkers union contract as compared to those 
not so covered. Pay increases were also given to salaried employees, 
and it was the combined total that caused their employment costs to rise 
about 6 percent, resulting in the price rise of about 4 percent. 

Mr. Blough said the union contract covers about two-third of the em- 
Ployees engaged in steelmaking, and that the 6 percent rise in employ- 
ment costs resulted from the new contract. (Mr. Blough subsequently 
said he thought they were talking about steelmaking costs. ) 

Said the cost of the increase granted union employees came to about 
80 percent of the 6-percent increase in employment costs. Could not 
supply the increase in dollars. 

Chart entitled “Comparison of Trend of Price and Production in the 
Steel Industry—Steel Production, Price of Pig Iron, Basic and Price of 
Steel Scrap, 1947-57.” Senator Kefauver used this chart to demonstrate 
price behavior in administered price industry and in industry where 
supply and demand sets the price. 

Mr. Blough outlined factors “which bear upon the judgment of any- 
one who is attempting to determine what level of price he will attempt 
to charge.” 

Cited a statement prepared for United States Steel by Dr. Jules Back- 
man that “if we were to do what the union has suggested, I am talking 
about the industry, since 1945 to the present time, of just raising prices 
the amount of wage increases * * * the effect of it would be that the 
industry would be $2 billion in the red at the present time.” 

Senator Kefauver stressed the importance of determining why so many 
producers “made substantially the same increases on July 1 or shortly 
thereafter.” Increased labor costs would be about the same through- 
out the industry, but efficiency differs. 

Mr. Blough said they would supply a breakdown of costs per ton of 
steel for 1956, but some of this type of information is considered con- 
fidential. He said: 

“Whether our costs are $1 more or less than another company’s costs 
is, it seems to me, quite beside the point as to the total inquiry of this 
committee.” 

Many factors affect unit cost of a ton of steel, such as type of material 
from which steel is made, degree of integration of the company and the 
purpose for which the steel is being manufactured. Senator Kefauver 
said although different companies had different cost factors, the price 
increases were almost identical. 

Statement of United States Steel’s employment cost as result of in- 
crease of July 1, 1957. 

Statement of steelworkers’ union on cost to the company of the 
July 1 increase. 

Senator Kefauver said “a 6-percent increase on 35 percent of your cost 
would not, in and of itself, justify a 4-percent increase on 100 percent 
of the total cost.” 
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Mr. Blough told the committee the final decision on a price increase 
is made in the board of directors. Felt a price increase of $9 or $10 
would have been justified by experience of previous 17 years. Did not 
“recall” discussion of any other figure. 

Dr. Blair read into the record a letter to the editor on the steel-price 
increase written by a man in the egg business in Tennessee. 

Mr. Blough said if any of the other major producers were to set dif- 
ferent prices for their products it would affect United States Steel’s 
decision. 

Table showing identical price increases for steel products based on 
reports from 10 companies. 

Mr. Blough said there had been times when producers followed the 
lead of a producer who cut prices as well as when they were raised. He 
further explained : 

“If we offer to sell steel at the same price as a competitor at the cus- 
tomer’s door, that is very definitely a competitive price with our customer. 
Now, it isn’t a different price and, therefore, it isn’t a noncompetitive 
price, but it is a competitive price.” 

Price is not the only point of competition. Other factors are quality, 
service, and “many other aspects of competition, which are all very 
important elements.” 

Senator Kefauver quoted identical bids submitted by United States 
Steel and Bethlehem Steel to the Armory at Springfield, Mass. Mr. 
Blough replied that the bid price would be noncompetitive if Bethlehem’s 
bid were higher. 

They publish their prices, and sell to everyone at the same price, so 
therefore anyone could determine what their price would be. Mr. 
Blough later said to Senator Kefauver: 

“* * * your concept of competition, that one price has to be lower 
than another price at all times in order to be considered competitive is 
simply not a practical acceptable definition of competition in any busi- 
ness that I know of in the United States. 

* ok * * ae & 


“* # * My concept is that a price that matches another price is a 
competitive price. If you don’t choose to accept that concept, then, of 
course, you don’t accept it. In the steel industry we know it is so.” 

Said in 1 city 1 big producer has priced a “very important product” 
at $5 above United States Steel’s price. 

Named some companies that charge prices for some products that 
differ from United States Steel’s prices. Prices in the steel industry 
are constantly changing; do not stay static. 

Discussed similarities in pricing in cement industry and steel in- 
dustry. Universal Atlas Cement Co., a United States Steel subsidiary, 
is one of the country’s largest producers. 

Senator Kefauver asked if steel companies changed their pricing 
practices after the Supreme Court decision in the cement case “so as 
to try to get away from identical bids.” Mr. Blough replied: 

“In 1948 the steel corporation did take into aecount several decisions 
that were handed down at that time. 

“We did change our selling methods.” 

Senator Kefauver submitted for the record a list of additional identi- 
cal bids, 

Citing Dr. Jules Backman as authority, Mr. Blough told the committee 
that “nine-tenths of all the products that are sold in the United States 
are sold at what you call administered prices.” 

The Senator said some testimony had indicated that ‘‘a large part of 
our economy is under the administered price system.” Said he was not 
prejudicing the results of the hearings, but— 

“We are trying to go into the question of what it is, how extensive it 
is, how it works, who is responsible for it, how it came about, whether 
as a matter of public policy it is a good thing or a bad thing, what 
effect it has on the consumers, what are the laws, what effect it has on 
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workers, whether what is being done is a violation of the law. If it 
is not a violation of the law, whether, in the interest of the public, laws 
ought to be amended to cover it.” 


Aveust 15, 1957 


In his opening statement, Senator Kefauver gave a “brief recapitu- 
lation of some of the major points which I believe have thus far been 
brought out in these hearings on the steel industry.” 

Telegram from L. E. Kyle, farm supply division manager, Farm 
Bureau Cooperative Association, regarding prices of farm fencing. 


Statement of Roger M. Blough, chairman of the board, United States 
Steel Corp., accompanied by officials of the company—Resumed 


Commented on the Senator’s opening statement. Discussed fluctu- 
ations in the price of steel scrap. Amount of scrap used varies with 
rate of operations. 

Table entitled “Comparison of Share of Shipments of Selected Steel 
Products Accounted for by Four Largest Companies, American Iron & 
Steel Institute, and Bureau of the Census.” 

Letter and tables received from American Iron & Steel Institute on 
shipments of carbon steel products as reported to the institute by 128 
companies. 

Tables showing United States Steel’s position in the industry in 
production of iron, coke, and major steel products. 

Mr. Blough said in ingot capacity United States Steel has dropped 
from 39 percent of industry capacity in 1935 to 29.7 today. However, 
in 1941 their capacity for producing ingots was 29,720,000 tons while 
today it is 39,582,000 tons. 

Said the four largest companies in steel “are not increasing their 
share of the total ingot production, the total shipments.” Believes 
“That in American industry, you need to have what you gentlemen 
choose to refer to as concentration. You need to have some form of 
concentration, depending on the kind of an industry it is, depending 
upon the products that are produced, depending upon the market for 
those products, depending upon the size of the investment for plants, 
and many, many other factors.” 

Senator O’Mahoney told Mr. Blough that “the country is interested 
in * * * the degree of control that you exercise by price leadership 
or administered prices or otherwise, if any, over the prices which the 
people must pay for the things that they need and they use.” 

Asked if it were company policy “to increase the supply of com- 
modities so that you can speedily reduce the prices thereof?” Mr. 
Blough replied: “If we could we’d love to.” But costs over which 
they have no control “outstrip” productivity. Presently producing at 
about 80 percent of capacity. 


Avaust 16, 1957 


Statement of Roger M. Blough, chairman of the board, United States 
Steel Corp., accompanied by officials of the company—Resumed 

Submitted for the record data requested by subcommittee, plus other 
information. 

Statement of Richard F. Sentner, executive vice president, sales. 

Will describe “what happens in the area of our commercial planning 
and pricing, and their significance in the sale of our steel products.” 

Told the subcommittee: “In order to appreciate the significance of 
price competition in the steel market, it is first necessary to understand 
the relationship which exists between the supplier of steel and the con- 
sumer of steel. The need for continuity over an extended period of 
time is the single most important consideration in each buyer-seller 
relationship, and one which differentiates competition in steel markets 
from competition in markets for many other common articles of com- 
merce.” Explained why this is so. 





Page 
353 


358 


359 


360 


361 


364 


367 


868 


371 


37e 
374 


DIGEST OF TESTIMONY x1 


Outlined some aspects of their marketing effort. 

“* * * We are, of course, sensitive to the fact that the total steel 
market moves upward or downward with changing conditions; but we 
cannot base our commercial planning on sporadic week-to-week or 
month-to-month fluctuations. 

“Our pricing is the product of management judgment applied to long- 
range commercial planning, as well as to the day-to-day administration 
of our commercial affairs. It, of course, recognizes the need for sus- 
taining long-term sales relationships with customers.” 

United States Steel tries “to sell its products at prices which will 
recover its costs and yield a profit which will prove attractive to 
investors.” 

Steel buyers will usually not pay more to one supplier than to 
another. “To obtain his business on a continuing basis, we must be 
prepared to meet a lower delivered price if offered by another steel 
producer.” Changing factors affect these prices. Similarity of prices 
indicates a “high degree of competition existing among sellers.” 

The “‘one-price policy” is understood and expected by their customers. 

Factors other than price affect competition in the steel industry. 

Statement of Clifford F. Hood, president. 

Many people understand that one part of the serious problem of infla- 
tion “is the failure of production to rise as rapidly as production costs.” 

Employment costs have, over the years, increased at a more rapid rate 
than productivity. Mr. Hood said they have ‘no desire whatever to 
withhold justified wage increases. But we do not want the employees of 
United States Steel, through their collective bargaining representatives 
to demand and strike for unjustified wage increases.” 

After reaching an agreement with the union in 1956 the management 
“moved to further concentrate and accelerate its longstanding efforts 
in two directions ; namely: 

“1. Develop improved understanding with the employees and 
their union representatives as to the mutuality of interest involved. 

“2. Increase the productive effectiveness of United States Steel 
in every possible way.” 

They try to resolve the problems involved in a way that will be 
in the best interest of the employees, stockholders, customers, and 
public. 

Salary of executives is part of total employment costs, but “is only 
a small fraction of the total employment cost.” 

Letter to Mr. Blough from the chairman requesting specific informa- 
tion. 

Salaries of president and chairman of the board are no more than 
in 1952. The stock-option plan was adopted in 1951 “to provide an 
incentive for the top-management group,” and covers from 300 to 500 
people. 

The plan is run by four directors who are not employees. About 
1,800,000 shares have been optioned of the approximately 2,600,000 
allotted. 

Mr. Blough’s shares are now worth “considerably more” than he paid 
for them, due to stock splits and price increases. 

Senator Kefauver asked: “Whether executive salaries and increases 
in stock options, where the officers and not the corporation make the 
profit—whether that does not put more money in circulation and in- 
crease the pressures of inflation.” Mr. Blough replied that his “answer 
is just the converse.” They serve to increase productivity. The Sena- 
tor asked if this practice might not also have some effect on workers’ 
wage demands. 

This year United States Steel adopted a “savings plan” which offers 
company stock to about 35,000 salaried employees. This plan was also 
offered to union employees but was turned down for supplemental un- 
employment benefits. 

Tables showing distribution of products by degree of change in con- 
centration ratio (4 largest), 1955, 1956, 1957 (first 6 months). 

The relative ratio remained the same regardless of whether produc- 
tion was up or down. Was no market-sharing agreement; has just 
worked out that way. 
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Mr. Dixon, subcommittee counsel, commented on the Supreme Court 
decision in the case of the United States vy. United States Steel Corp., 
and the Federal Trade Commission complaint charging United States 
Steel with being in violation of section 5 of the Federal Trade Com- 
mission Act and section 2 of the Clayton Act. 

Commented on another complaint brought by FTC against United 
States Steel and about 100 other producers, charging them with engag- 
ing in price fixing. 

Mr. Dixon told the committee: ‘Unless evidence can be adduced to 
show that United States Steel, Bethlehem, Republic, or any two mem- 
bers [of the American Iron and Steel Institute] or any one of these and 
somebody that’s not a member had agred to fix a price or matched bid, 
they haven’t violated this order. Nevertheless, Mr. Chairman, identical 
prices and matched bids still exist and I think that is one of the funda- 
mental bases of this hearing.” 

. a chart showing profit and rate of production for United States 
Steel. 

Dr. Blair, explaining the chart, said, “Profits in the first 6 months of 
1957 were running at an annual rate of 16.4 percent on stockholders’ in- 
vestment after taxes,” while operating at about 92 percent of capacity. 
This might not obtain for the entire year, however. 

Mr, Blough said in an inflationary period using figures based on rate 
of return on investment “is not a proper measure of rate of return.” 
Prefers figures based on rate of return on sales. There followed a dis- 
cussion on returns to stockholders and par value versus book value of 
stocks. 

Mr. Tyson told the committee that book value is considerably above 
par value of United States Steel stock. “All of the earnings over the 
years that have been reinvested in more productive capacity and have 
enabled us to employ more people, has become a part of the value to 
the holders of the equity or common shares.” 

Mr. Blough said the error in relying on data based on rate of return 
on stockholders’ investment after taxes “comes from the fact that the 
rate of return is being computed against some book figures which do not 
represent the actual value which the stockholders have in those facili- 
ties.” 

He also told the committee it is his opinion: ‘Whatever happens to the 
rate of production during the last half of this year, it is not going to be 
determined or influenced by the present level of steel prices.” 

A company statement shows that 77.2 percent of the employees are cov- 
ered by the union contract, and that their pay increase was 19.4 cents an 
hour. The other 22.8 percent of employees received increases of an aver- 
age of 26.6 cents an hour. This latter figure includes the executives. 
Union estimates of the increase are lower than those of the company. 

Table, “Comparison of Estimates of Cost Increases Per Ton of Finished 
Steel Resulting From July 1957 Wage and Fringe Costs.” 

There are different interpretations of figures and other data that has 
been submitted to subcommittee. 

Although United States Steel is highly integrated, they have to buy 
many products, and prices of things they must buy have increased. 

Senator Kefauver: “Of course, one trouble here is that the railroads 
will probably say that the steel increase is going to cost them $23 million 
a year, that is, this present increase, so they will be going to the ICC 
and asking for another freight increase. Then you will be faced by a 
freight increase, and you will raise your prices, so I don’t know where it 
is going to stop.” 

Mr. Blough estimated their technological improvement as between 2 
and 3 percent per year. 

Table, “Blast Furnaces, Steelworks, and Rolling Mills: Indexes of 
Weighted Production, Man-Hours of Production Workers, Output per 
Production Worker Man-Hour, Production Worker Payrolls, and Pro- 
duction Worker Payrolls Per Unit of Output, 1919-56.” 

Senator Kefauver said the table showed unit labor cost went up 28.3 
percent from the base of 1947-49 through 1956. Finished steel went 
up by 66 percent during this period. 
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Mr. Blough replied “that the income of the steel industry in 1956 and 
also in 1957, to the extent that we have it, was lower as a percent of 
sales than it was in 1950.” 

Table, “Indexes of Production, Employment, Man-Hours, Productivity, 
and Unit Labor Requirements in the Basic Steel Industry, 1989-55.” 

Table, “Indexes of Production, Employment, Man-Hours, Productivity, 
and Unit Labor Requirements in the Basic Steel Industry, 1919-39.” 

Increased productivity comes from new and improved facilities. 
They invested about $177 million of their earnings in plant and facilities 
last year. 

Discussion on the subject of sources of corporate funds. 

About two-thirds of the money used for operations comes from de- 
preciation and amortization, retained profits and depletion. 

From 1947 to 1956 net worth of U. S. Steel increased from, approxi- 
mately, $1,510 million to $2,763 million. This increase, Mr. Tyson said, 
“represented principally reinvested income, the excess of income over 
the dividends paid.” 

Senator Carroll had a study made “of the current value of an invest- 
ment of a thousand dollars in United States Steel common stock in 
1947. With the two splits in that stock, the present value of that stock 
is about $6,000, and the dividends paid would amount to over $1,400. 
This enhancement of the value of stock is due to the plowback of 
earnings.” 

In addition to plowing earnings back into the firm they also borrow 
money for improvements. 

Elaboration on employment costs to United Steel and throughout all 
industry. 

Mr. Blough told Senator Carroll: “Since 1950, when the total profits 
of all corporations was $22 billion, in no year have the total profits of 
the corporations been as large as that; and in 1950 the profits of all 
corporations represented 9 percent of the total national income * * * 
Last year, 1956, it was down to 6 percent of the total income.” 

Senator Kefauver asked if fuller production would not help curb 
inflation, and Mr. Blough replied: 

“We would be glad to if somebody would buy our steel. I again point 
out * * * that the level of our price is not a criterion of the amount of 
steel that we will produce.” 

Senator Kefauver suggested: “Maybe your price has gotten so high 
the consuming industries cannot pay it.” 

Brief summation of the hearings by Senator Kefauver. 


Avuaust 20, 1957 


Opening statement by Senator Kefauver. 


Statement of Otis Brubaker, research director, United Steelworkers of 
America, accompanied by staff members 

Mr. Brubaker presented statement of David J. McDonald, president 
of United Steelworkers. 

“We resent the repeated charges made in recent years by certain 
industrial leaders that our union has fostered inflation and has disre- 
garded the welfare of the Nation. We do not like inflation. It is our 
members and the other millions of AFL-CIO members as well as other 
consumers who are forced to pay the higher prices * * *.” 

Introductory statement by Mr. Brubaker. 

The union represents about 1,250,000 workers, “approximately one- 
half of whom are employed in the basic steel industry and most of the 
remainder in a variety of industries which can be described in general 
terms as metal fabricating. The union negotiates collective bargaining 
agreements with well over 2,000 employers, but 25 major steel companies 
employ nearly one-half of its membership. These 25 companies have 
92 percent of the total capacity of the industry. The 3 largest steel 
companies have 53.3 percent of total capacity.” 

A healthy, growing steel industry is necessary but questioned pro- 
priety of raising prices when operating rate is falling and demand 
softening. Competition usually leads to lower prices when demand 
fails. Employment in the industry is dropping. 
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The union believes that ‘a reasonable rate of return on invested 
capital is necessary in our economy in order to maintain its economic 
health,” but that steel has raised prices too high in order to raise profits 
too much. 

Steel industry is not in much danger at present of losing customers 
to other types of industries. 

The price of aluminum, one of the substitutes for steel, also went up 
on the heels of the steel-price increase. Does not see “any sizable 
substitute for steel” for a “long time.” Two conclusions of their study 
are— 

“1. Steel-price increases in the post-World War II period have 
been exorbitant in relation to increased costs. 

“2. Steel-price increases have been the most important medium 
for increasing steel profits—‘administered profits’ achieved through 
‘administered prices.’ ” 

Other industries raise prices because of increases in costs, important 
among them being the cost of steel, and in so doing widen profit margins. 

Price increases of steel were “unrelated to wage increases—except 
for purposeful coincidence in timing so that many major steel-price 
increases occur simultaneously with wage adjustments.” Makes union 
the “‘scapegoat.” Price increases of last year have raised prices $19.50 
per ton.” 

There is feeling that companies raise prices on extras instead of on 
base price to avoid publicity. “The claim is made in the industry that 
the extras are related at least to their costs and that as their costs 
increase they adjust the extras in order to try to keep those costs 
covered better than they can do just in base-price increases.” 

Based on shipments of steel in first quarter, the $6 increase would 
increase revenue of the industry by about $545 million, and United 
States Steel by about $160 million. 

Included in his figures price increases of alloy and stainless steels as 
well as carbon steel. Figures based on first 6 months’ shipments project 
a slightly lower increase of revenue than the estimates based on first 
quarter figures. 

In instituting the increase, productivity growth was ignored. United 
States Steel, the leader in price increase, “could have put into effect a 
price cut of $6 a ton, instead of a price increase of $6 a ton, absorbed 
the cost of the wage increase that occurred in July, and could still have 
earned greater net profits after taxes in 1957 than were ever earned in 
the history of the corporation. The profits of the rest of the industry 
as a group indicate that the industry could, as usual, have joined United 
States Steel in this endeavor with similarly favorable results.” 

United States Steel table entitled “United States Steel’s Results in 
1956.” Dr. Brubaker criticized the company’s figures because they 
refuse to recognize “that steel prices do have an effect, and a major 
effect, on many other prices.” 

Other industries marked up prices, attributing the increase to the 
increase in steel price. Some of these increases were unduly high. 

“* * * The recent history of the farm-equipment industry has indi- 
cated that every time the steel industry raised its prices they have also 
hiked theirs, and by amounts which we feel are equally excessive. * * *” 

In the postwar period there have been “clearly identified 22 price 
increases and only 10 wage increases.” Said, “Wage increases have not 
‘caused’ a single steel price increase since the formation of the union 
20 years ago.” 

Also contended: “Steel price increases have resulted in increased 
revenues to the steel industry of more than $3 (3.23) for each $1 of 
increased wage and fringe costs granted to its steelworkers for the 11 
years ending December 1956.” 

Price increases since 1945 total $78.18 per ton; total increased revenue 
to the industry amounts to about $6% billion. Wage costs have in- 
creased “a little more than $2 billion,” as best the union can estimate. 

Man-hours required to make a ton of steel fell from 15.9 in 1956 to 
15.2 in first quarter of 1957. Questioned figures and data submitted by 
United States Steel. 
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Avueust 21, 1957 


Statement of Otis Brubaker, research director, United Steelworkers of 
America; accompanied by staff members 


Discussion on the effect steel-price increase has on BLS Index and 
products made from steel. 

1957 price increase “exceeded the cost of the wage and fringe in- 
crease by nearly 4to1.” It was nearly 2.7 to1 in 1957. 

Steel prices have increased more rapidly than the cost of materials the 
industry must buy. 

‘“‘Wage increases gained by steelworkers over the years through col- 
lective bargaining have been more than earned by the constantly and 
sharply rising productivity, that is the output of steel per man-hour 
worked. The wage increases could have been absorbed out of the pro- 
ductivity increases, since real productivity increases have significantly 
exceeded real wage gains of steelworkers since 1939. The productivity 
increase so far in 1957 is at a rate of 5 percent above 1956, and 71.2 percent 
above 1939.” 

Although labor should share in the fruits of increased productivity 
they should not have them all. 

Companies negotiating with unions said they, too, believe the workers 
should “share in the increase in productivity in the form of higher living 
standards.” 

Inasmuch as the steel industry is operating well below capacity, does 
not believe increased capacity and production would help lower prices. 

Financial reports of 25 steel companies comprising 92 percent of the 
industry show for 1957, at a first quarter annual rate, profits before taxes 
of a little more than $2% billion—an all-time high. Profits after taxes 
are also running at a record high of $1,252 million. They were paying 
record dividends of $482 million per year. 

“When the steel industry profit and operating data for 1956 are com- 
pared with all manufacturing data for the same year, which is the latest 
data available to us for all manufacturing, it becomes evident that the 
steel industry’s profits and dividends have increased several times as 
fast since 1947 as have the corresponding figures for all manufacturing. 
And the rate of return on net worth and profits as a share of the sales 
dollar rose in steel at the same time they were declining in all manu- 
facturing * * *” 

United States Steel’s position is even more favorable than that of the 
whole industry. 

Much of the present capacity of the industry has been paid for by the 
so-called cheaper dollar—not all by the dearer dollar as indicated by 
United States Steel. 

Profits per man-hour have also increased substantially. 

Net profits per man-hour have gone up approximately 9 times since 
1939; profits before taxes nearly 14 times. Part of the increase is due 
to mechanization, part to increased prices. 

“This most recent $6 increase is, in our opinion, one of the more inde- 
fensible ones made by the industry * * *.” 

Additional data submitted by the union on wages and profits. Discus- 
sion followed. 

Senator Kefauver had asked United States Steel to submit information 
similar to that submitted by the union, but they had refused. 

Bradford B. Smith, economist for United States Steel, said he did not 
have specific figures on number of man-hours required to make a ton of 
steel. Said Dr. Brubaker had explained why more man-hours per toe 
were required for an integrated company than for one which was not 
so highly integrated. Material costs for the former would be less. 

If Mr. Smith’s figure of 16144 man-hours required per ton of steel in 
1955 were correct, Mr. Brubaker said technological advance should have 
brought it down to approximately the union’s figure by 1957. 
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AvuaustT 22, 1957 


Statement of Otis Brubaker, research director, United Steelworkers of 
America ; accompanied by staff members—Resumed 


Pointed out to subcommittee “the major reasons which have been 
advanced by the steel industry in recent years in justification for their 
price increases.” Have been divided into four major categories: 

1. ‘“ * * * that steel price increases have been forced on the industry 
by increases in steel wages.” 

2. “* * * that steel-wage increases always result in higher materials 
costs, which for some strange reason are always equal in amount to the 
cost of the wage increase.” 

3. “* * * that steel profits are too low, and you must have price in- 
creases in order to raise the profit margins and the profit levels.” 

4. “* * * that depreciation charges which are permitted by the 
Federal tax laws are inadequate and therefore it is necessary to secure 
from higher steel prices and from higher profits the funds not only to 
maintain the existing facilities of the industry but actually to permit 
expansion in the capacity of the industry.” 

Discussed price rise versus wage rise. 

Submitted statement on postwar wage-and-price rises which showed: 
“The comparable increase in average straight-time hourly earning per 
ton of steel was 65.3 percent. Prices during this period, as shown in 
appendix table 15, increased 159.7 percent according to the BLS price 
index and 164.3 percent based on Steel magazine’s finished steel weighted 
price composite. Average straight-time hourly earnings in January 
1946 were $1,122 and are estimated at $2.70 for July 1957. Man-hours 
required per ton of finished steel were 22.1 in 1946 and 15.2 in 1957.” 

Does not have enough information to show accurately the increase in 
wages per ton of steel. 

Table, “Comparisons of Revenue Gains and Labor Cost Increases Dur- 
ing the Last 11 Years.” 

Tables, “Cost and Price Changes, 1939-57, United States Steel Corp.” 
and “Steel Shipments and Profit Changes, 1989 and 1946-57, United 
States Steel Corp.” 

Table, “The Hourly Wage and ‘Fringe’ Cost for United States Steel 
Corp.” 

Discussion on and interpretation of these tables. 

In 1957 costs went down, so cannot justify United States Steel’s price 
increase. 

Agreed with Mr. Blair’s question: “* * * if the corporation were to 
change its price at which it charged itself for one of these items, it might 
result in a simple increase or decrease in the series of purchased mate- 
terials and services cost?” 

Explained why he felt much of the information requested by the sub- 
committee should not have been denied it by United States Steel on the 
basis of trade secrets. 

Said “the matter of steel prices and steel wages and so on” is not a 
private war between the union and the industry, carried on before the 
subcommittee. 

Does not know “the precise composition of the various materials 
costs items for United States Steel or for the industry.” However, 
listed some “commodities which are purchased in very substantial 
quantity by various members of the industry” along with price increases 
in these commodities. 

Called attention to some comparative increases in employment and 
materials costs. 

Suggested “that it is wholly inappropriate to talk in terms of raising 
the price of steel for possible increases in materials costs which some- 
times occur and which many, many, times do not occur, and which 
many, many times actually are decreases in cost, not increases in cost.” 

Table, “Investment Per Ton of Capacity, United States Steel Corp.” 

Although price histories for other companies would differ from United 
States Steel’s, figures available for the industry show that materials 
and employment costs “for the industry as a whole increased by less 
than have steel prices.” 
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“It is our frank opinion that the rates of return on investment in the 
steel industry and in all manufacturing are both far too high for the 
economic health of our economy.” 

Agreed with Dr. Blair’s suggestion: “The ability of any steel- 
consuming industry to make a price reduction which might lead to a 
greater demand for its product and thus a greater demand by it for 
steel and thus greater steel production and thus greater steel profits, 
is of course reduced by each increase that it has to pay for steel.” 

For the period 1947 to 1956 “steel industry profits have increased by 
nearly 190 percent, whereas all manufacturing profits have gone up by 
only 49 percent.” 

“Since this question has been raised repeatedly, about how under- 
valued the net worth of the corporation or the industry is because of 
inflation and the long life values of much of the equipment which is 
part of the industry’s capital, I would like to suggest to you that, just 
since 1947 alone, 58 percent of the steel industry’s basic capacity is en- 
tirely new, so that, to that extent, at least, in very recent years the 
figures ought to reflect a significant amount of the current value of the 
capacities with which the industry is operating. This still leaves some 
of it which is undervalued, but this leaves an awful lot which should 
be valued at reasonably current dollars,” 

The capital value will not be all reflected on the companies’ books be- 
cause of their use of rapid amortization. However, “They cannot have 
higher amortization and higher depreciation every year as they want 
and as they publicly campaign for all the time, and still have the book 
values which represent merely the unamortized portion of these facili- 
ties also higher and, therefore, used as the divisor to reduce the rate 
of return on net worth.” 

Mr. Brubaker’s prepared statement with appendixes. 


OcTOBER 21, 1957 


Opening statement by Senator Kefauver. 

“Over and beyond the question as to whether the price increase by 
the steel producers exceeded the wage increase granted to its workers 
is the question of why the other producers of steel matched identically 
United States Steel’s price increase, and the question as to just how 
effective is competition in the steel industry in protecting the public 
interest.” 

A study has been made showing that all the directors of Bethlehem 
Steel are also officers or key executives. “Based on this study, inquiry 
will be made into the salaries and bonuses that Bethlehem’s inside board 
paid themselves. Also, inquiry will be made into what the subcom- 
mittee understands to have been a proposal to Bethlehem stockholders 
by its directors of a stock option plan which, if approved, will be an 
additional incentive or payment to its officer-directors.” 

Discussion centering on material for the record. 


Statement of A. B. Homer, president, Bethlehem Steel Corp., accom- 
panied by officials of the company 

Introductory statement. 

“* * * The amount of the average price increase made by a steel 
company in increasing the prices of its various products depends upon 
its so-called product mix. In our case, the increases, on the basis of our 
experience in the third quarter, average $5.20 a ton—about 3.8 percent 
of our previous average price.” 

Although they have greatly increased capacity since 1946, they feel 
they must continue to expand. Money for expansion “can come only 
from funds loaned to Bethlehem by purchasers of bonds and other debt 
securities, and funds invested in Bethlehem by purchasers of equity 
securities, supplemented by earnings retained in the business.” With- 
out profits, cannot secure financing. 
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In 1956 employment costs were about 39.4 percent of total costs, 
When wages of union employees go up other employment costs increase, 
as well as the costs of “purchased materials, supplies, freight, and other 
services.” Estimated the wage increase would raise employment costs 
“over $4 a ton, and our other costs could be expected to increase in at 
least the same amount, or a total increase of something over $8 a ton.” 

Did not raise prices more than $5.20 a ton because of competition in 
the industry. Since cost increases amounted to about $8 they “must 
absorb an estimated $2.80 a ton, or something over $35 million a year.” 

Because of various problems, feel they do better when operating at 
85 or 90 percent of capacity rather than 100 percent, and do “long-range 
planning with that in mind.” 

A price decrease in steel would not have increased demand because 
the price is so low “that it accounts for a very small part of the cost 
incurred by our customers in producing finished products made from 
steel.” 

“The competitive pressures which have held Bethlehem’s earnings ratio 
below the average for all manufacturing industries are particularly 
severe today. Our steel prices, averaging about 7 cents a pound, are low, 
and competition keeps them low. Competitive materials are constantly 
challenging steel in our efforts to maintain and increase the market for 
our products. Costs of labor are going up, and our average raw-material 
costs are increasing.” 

Increased productivity is management’s best weapon in meeting these 
problems. 

The use of accelerated amortizaton has been of great assistance in 
expansion programs, but is no longer available. 

An inside board of directors “is a board that is composed of the work- 
ing officers of the corporation, as against a board which is composed 
of * * * a majority of outside directors that are in no way connected 
with the business directly or the responsibility of operating the business.” 

The American Institute of Management’s report, previously mentioned 
by Senator Kefauver, implies “in some respects, that an inside board is 
not as good as an outside board. On the other hand, in their own 
classification of well-run companies, efficiently run companies, they place 
Bethlehem high up on the list.” 

Senator O’Mahoney read a paragraph from the Corporate Director 
which said, in part: 

“Bethlehem is famous for the bonuses it has paid its top executives and 
for its special incentive compensation fund. It has been criticized on 
these grounds many times in history.” 

Table, “Salaries and Incentive Compensation to Directors of Bethlehem 
Steel Corp., 1947-56.” 

In discussion of this table Senator Kefauver pointed out that members 
of the board were paid $6,499,000 in 1956. In period 1947-56, “the 
inside board were paid in salaries $10,161,000, and then as bonuses or 
incentive, $28,430,000, or a grand total of $38,592,152.” Eleven of the 
18 highest paid executive in American industry are from Bethlehem. 

Table, “Percentage of Incentive Compensation Fund Received by Each 
Officer-director of Bethlehem Steel Corp., 1947-56.” 

Mr. Homer said they do not agree with everything contained in the 
AIM study, and said “It is not accurate in certain respects.” Explained 
why he expressed that opinion. 

At the time the bonus plan was reduced a stock-option plan was put 
into effect. Elaborated on his criticism of the American Institute of 
Management study. 

Out of 8 competitors mentioned, having outside boards, “only 2 are 
ranked by the institute itself as being as well managed as Bethlehem.” 

There are others who believe inside boards are preferable to outside 
boards. 

“* * * There is frequent criticism of so-called interlocking boards of 
directors,” including a report issued by the Federal Trade Commission 
in 1950. 
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Generally, stockholders approve the program laid down by cor- 
porate management. 

Speaking for Bethlehem, would not. mind a law prohibiting inter- 
locking directorates in corporations engaged in interstate and foreign 
aeereee) but felt he could not speak for all industry, as circumstances 
differ. 

Senator O’Mahoney said he has “been fighting against interlocking 
directors for a long time.” 

Senator Kefauver pointed out that “section 8 of the Clayton Act 
prohibits interlocking directorates among companies that compete.” 

In Bethlehem the stockholders fix compensation for the top execu- 
tives, not the directors. 

In some years when net income was down directors were paid more 
than when income was higher because of the incentive compensation 
plan based on dividends paid. The amount of dividends paid is de- 
termined by directors. 

“The fact is that Bethlehem’s payout—that is, the percentage of net 
earnings paid out as dividends—has been lower in recent years than 
many financial analysts and other people have thought proper.” 

Stockholders have consistently rejected proposals to cut special in- 
centives. During time when board was composed of outside directors 
incentive plan was in operation, also. 

“* * * although the compensation paid to the very top executives in 
recent years has admittedly been larger than that paid to their opposite 
numbers in other companies in the industry, the total administrative, 
selling, and total expense of Bethlehem, is approximately 3.3 percent 
of its revenue.” This compares favorably with general industry. Stock 
value has increased considerably, too. 

Returned to criticism of American Management Institute study. 

Senator Kefauver commented: “It seemed to me that one of the direct 
causes of this current inflation is the increased price of steel. Of 
course, it is true that a substantial part of it is undoubtedly due to the 
increase in the amount paid to the steelworkers. But with officers 
of a steel company receiving such substantial compensation—an aver- 
age of $438,000 last year for 15 officials—that is a challenge and a red 
flag to labor unions and to individual laborers to seek and to get all they 
can. It seems to me, Mr. Homer, it is difficult for you to expect them 
to hold the line when your salaries and bonuses are in the area that you 
have described here today.” 

Mr. Homer replied that the compensation paid directors amounted 
to about three-fourths of 1 percent of Bethlehem’s total direct employ- 
ment costs. 

Is not fair to take just 1 year out of many “and say that is out of 
line.” 

Does not think it unusal that Bethlehem ranks 11th in listing of 500 
largest industrial corporations in sales. 

A committee of three officer-directors handles the apportionment of 
the fund. 

Stockholders have not been “officially” advised of a suit against 
Bethlehem protesting size of stock options. 

Does not know if any of the officer-directors ever voted against plans 
of management in connection with bonus or incentive plans. 

They frequently hear from their stockholders, both large and small, 
expressing their opinions on company policies. 

Employees do not participate in the stock-option plan. It is for man- 
agement although not restricted to directors. Did not come up in their 
negotiations with the union. 

Mr. Homer told the subcommittee what his take-home pay was for the 
6 years 1950-56, after paying substantial Federal taxes. 

“In answer to Senator Kefauver’s earlier statement that labor would 
look on this as that we were having large salaries and incentive, and 
so forth, while they were not getting the same increase, here we are 
taking a decrease [cutback in bonus plan] so that maybe that will make 
it a little more palatable to them. I do not know.” 
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Because the depletion rate allowed is inadequate, due to inflation, 
they “have to set aside out of our earnings enough to make up for that 
difference between what we can set aside through depreciation charges 
and the balance of what it will cost us to replace those facilities.” 

Facilities that have been replaced since the war at a cost of $100 or 
$150 per ingot ton of capacity would now cost nearer $300. Hopes Con- 
gress will devote attention to “the proper rate of depreciation for indus- 
try today.” 

“* * * We are practically to the end of that period where we can 
continue to expand our existing plants on a lower-cost basis. We now 
would have to go out and perhaps expand into a new facility or, in the 
case of our Youngstown merger situation, be able to take an existing 
plant in another location and put in improvements there. That would 
be a lower investment cost basis than we could do in our present exist- 
ing plants.” 

Will give consideration to Senator O’Mahoney’s suggestion that they 
cut prices and “help to start a downturn in the price of all commodities.” 

Senator Dirksen pointed out the necessity of maintaining “some bal- 
ance between capital expenditures and durables on the one hand and 
consumables on the other.” Raised the question: “What is the incentive 
to keep up that capital expansion, and what does the Congress do by 
way of final disposition of this question of accelerated tax amortization ?”’ 

In reply, Mr. Homer expressed his “general feeling is that there are 
too many dollars being siphoned off in taxes today in relation to the 
whole, and that we are getting to a point where it is becoming 
discouraging. 

In the steel industry planning for growth and expansion must be 
undertaken far in advance of actual necessity. 

Chart, “Population and Steel Production (1900—70).” 

Chart, “GNP and Steel Capacity (1900-70) .” 

Believes Senators are underpaid. 

The company contributes to their pension plan out of earnings. They 
do not contribute to it. 


OcTOBER 22, 1957 


Statement of A. B. Homer, president, Bethlehem Steel Corp., accom- 
panied by officials of the company—Resumed 


Although does not know what United States Steel’s unit costs are, 
doubts if they would be the same as Bethlehem’s because they are much 
more integrated than Bethlehem. 

“But I do not see that that fact is of any importance in these hear- 
ings. I think that, generally speaking, it is clear the differences in costs 
as between various companies in the same business have very little, if 
any, effect on the prices at which products are sold.” This statement 
is in “substantial agreement” with what Mr. Blough had said. 

Further, “Differences in costs, by and large, the same as differences 
in operating and other efficiencies, are reflected principally, if not 
entirely, in differences in net earnings. 

“T believe that the economists teach that the market price of a product 
reaches a level slightly above the cost of the marginal producer. In 
such case, I do not think that all the producers who are more efficient 
than the marginal one make the same amount of profit.” 

Inasmuch as Bethlehem raised prices less than estimated increase in 
costs, felt no one would expect them to increase prices “to less than the 
competitive level, and thereby increase the amount of the cost increases 
which we were going to have to absorb.” 

Article from the Journal of Commerce relating to price increases of 
various steel companies. 
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Senator Kefauver noted products on which Bethlehem raised prices in 
the same amount as United States Steel. 

Mr. Homer said, ‘“‘A steel mill competes primarily in the market area 
in which it is located,’ and pointed out there is “only one company with 
plants located in all the market areas of the Nation. * * * 

“This produces a divergent competitive pricing approach which I 
believe is a good thing for the economy. Of course, we favor the 
Youngstown-Bethlehem merger because that would result in two com- 
panies competing with each other on a nationwide basis and also com- 
peting with regional companies in each section of the country.” 

Noted times when their prices were lower than United States Steel, 
and other times when they were higher. 

Sometimes a producer charges a higher price than a competitor who 
is farther away because the former has lower transportation costs to 
figure in his delivered price. 

The f. o. b. price quoted is the same to everyone. 

Senator Kefauver: “Mr. Homer, as one who always thought competi- 
tion set prices, I can understand why you would follow them down in 
order to carry on your part of the business. But I cannot understand 
why you would follow them up in order to meet competition. It would 
seem to me you would be making more competition if you perhaps went 
up some but not quite all the way. Then you would be attracting more 
customers and getting more business.” 

Mr. Homer: “I think, Senator, I covered that particular point yester- 
day when I discussed the broad subject of profits and the level of 
profits, the low level of profits, in relation to the average situation in 
manufacturing industry ; and that also we did not feel, as I stated yes- 
terday, that the reduction in price or a nonincrease in price would create 
any more business for us or make us any more through increased 
volume.” 

Is an erroneous assumption “that at the time we increased our prices, 
we were not operating at satisfactory levels and needed increased pro- 
duction.” 

Did not increase prices to meet others, but to get back increased costs. 
“We went as hight as the competitive level would allow us.” 

Does “not necessarily” agree with Mr. Blough’s concept that a match- 
ing price is a competitive price. “It might be the same, it might be 
higher, it might be lower.” 

Table, “Steel Products in Which Bethlehem Ranked First in Capacity, 
January 1, 1957.” 

Bethlehem does not lead in pricing products in which it ranks first 
because they “watch the national pattern and it has an effect on the 
regional situation.” 

Table, “Concentration of Capacity for Hot-Rolled Sheets in the North- 
eastern States, January 1, 1957.” 

Table, “Concentration of Capacity for Hot-Rolled Merchant Bars in the 
Northeastern States, January 1, 1957.” 

Commenting on the tables, Mr. Homer said, “You cannot just take a 
lot of figures and put them together and by adding them up make it 
look as if somebody is bigger than anybody else. It has nothing to do 
with the way we compete for steel.” 

Clipping from the Washington Evening Star pertaining to work stop- 
page at a hospital due to increased costs. 

Total employment costs represent 39.4 percent of the cost of produc- 
tion of a ton of steel. Does not know what percentage of unit cost goes 
to workers covered by union contract. 

FTC supplied information showing that, on basis of net worth, Bethle- 
hem’s profits have been higher than those of United States Steel. 

Table, “Comparison of Average Rates of Return on Stockholders’ In- 
vestment, After Taxes, 10-Year Intervals, 1920-56, United States Steel 
and Bethlehem.” 
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Bethlehem has frequently led United States Steel in underlying profits. 

Table, “Rates of Return on Stockholders’ Investment for United States 
Steel Corp. and Bethlehem Steel Corp., after taxes, 1917-56.” 

Senator Kefauver asked why they charged the same prices as United 
States Steel in view of Bethlehem’s better profit figure. “Why can you 
not give the customer the benefit of your apparent greater efficiency as 
indicated by your higher profit rate?” 

Mr. Homer replied: ‘Well, we sell at the competitive price, Senator, 
and if that results in our making a better performance than our com- 
petitor, that pleases us very much and pleases our stockholders, and 
makes a much better situation.” 

Senator Kefauver expressed the opinion that the practice of keeping 
prices up indicates the public is not “being given sufficient consideration.” 

Mr. Homer again opined that there were aspects of the competitive 
situation other than pricing. 

Marginal producers set price levels for rest of the industry “because 
of their cost situation.” The theory of the marginal producer is not «a 
new one. 

Table, “Identical Bids Involving Bethlehem Steel Corp.” 

Identical bids occasionally occur because “(a@) each steel producer 
generally knows his competitors’ f. 0. b. mill price for a particular prod- 
uct; (b) transportation charges from producing mills to places of de- 
livery to Government agencies are likewise generally known; and (c) 
a producer who wishes to submit a bid to sell such a product to a Gov- 
ernment agency can therefore generally estimate approximately what 
his competitors will bid.” 

In some instances they quote “‘on a delivered price basis.” 

They do not quote a lower price to the Government than they do to 
others. 

In response to a question posed earlier, repeated that they could not 
reduce prices “at the present time.” 

Listed some of the products manufactured by Bethlehem. The average 
of $5.20 a ton increase is spread over a “tremendous number” of products. 

A study they made shows “that in recent years the steel industry has 
lost sales of more than $436 million worth of structural steel for con- 
struction projects to the competition of other products. 

“Structural steel is not the only product which meets tough com- 
petition from other products * * *.” Noted some of these other products. 

Senator Dirksen asked if he had any comment he wished to make “on 
the effect of administered prices on the inflationary spiral.” Mr. Homer 
said he, personally, did not feel “that in the steel industry we have 
administered prices in the sense it is interpreted by some of the econo- 
mists who try to use that term as if it is something that is wrong, is a 
bad thing.” However, “there are many items that are, you might say, 
administered so far as the prices go, because someone has to set a price.” 
In that context, almost everything is priced on an administered basis. 

Increased prices are the result of inflation. Gave his opinion of what 
constitute inflationary forces, citing the major cause as “wages being 
out of line with productivity.” 

Generally speaking, European prices are higher than ours except in 
some products, where they are giving American companies “quite severe 
competition.” 

Based on 1956, they could not have reduced prices by $5 a ton (thus 
taking a reduction in net income of $100 million before taxes) and 
sold enough additional steel to recoup the lost profit. 

Letter from Mr. Homer amplifying the above statement. 

Import duty on steel and steel products is very low. The foreign 
demand has substantial influence on the price of scrap. 

Bethlehem is developing new ore supplies here and abroad. 

Although use of competitive products is increasing, it is predicted 
that use of steel will also increase. 
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Table, “Steelmaking Facilities—Acquired by Purchase [by Bethlehem] 
as a Proportion of Present Capacity.” 

30.2 percent of growth has resulted from acquisitions of other com- 
panies. 

Memorandum on sale of Government facilities to Bethlehem and 
granting of accelerated amortization certificates. 

Dr. Blair submitted a report on the effect on steelmaking costs of the 
decline in the price of steel scrap. 

Table, “Estimated Reduction in Cost of Making Steel by Bethlehem 
Resulting From Fall in Price of Scrap.” 

Mr. Homer’s comments on Dr. Blair’s presentation. 

If costs of scrap, labor, and materials go down “we might be in a posi- 
tion where we could afford to have a lower price.” 

Senator Kefauver made a statement on what appeared to him to be 
“the high points of the testimony.” 

Senator Dirksen made a statement setting forth his views on the testi- 
mony given. 
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THURSDAY, AUGUST 8, 1957 


Untrep States SENATE, 
SvuBcoMMITTEE ON ANTITRUST AND Monopoty 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:05 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Langer, and 
Dirksen. 

Also present: Senator Homer E. Capehart, of Indiana; Paul Rand 
Dixon, counsel and staff director; Dr. John M. Blair, chief economist; 
Peter Chumbris, counsel for minority; Carlile Bolton-Smith, counsel 
to Senator Wiley; Philip Layton, attorney ; George E. Clifford, attor- 
ney; George Arnold, administrative assistant to Senator Neely; Dr. 
Paul H. Banner, economist; Dr. E. Wayles Browne, Jr., economist; 
and Ken Hechler, administrative aide to Senator Carroll. 

Senator Kerauver. The committee will come to order. 

Let me say at the beginning that, as chairman and on behalf of the 
rest of the subcommittee, we are delighted that the first and former 
chairman of the subcommittee and the former chairman of the Judi- 
ciary Committee, the ranking minority member of the Monopoly Sub- 
committee, Senator Langer, is here today. Senator Langer has a very 
great interest in the work of the subcommittee, has given it much of his 
attention, and has performed a useful public service in his work with 
this subcommittee. We are glad that he has recovered so well that he 
is able to be with us this morning. 

I have a preliminary statement, but Senator Martin is here and he 
tells me that he must leave. Senator Martin, if you would like to, we 
will recognize you before I read my opening statement. 


STATEMENT OF HON. EDWARD MARTIN, A UNITED STATES 
SENATOR FROM THE STATE OF PENNSYLVANIA 


Senator Martin. Mr. Chairman, you are very kind, and I appreciate 
it very much indeed. You know that the center of the steel industry 
in the United States and in the world is really in Pennsylvania. More 
than that, Mr. Blough, the chairman of the United States Steel Corp., 
was born in Pennsylvania. He is a graduate of one of our small col- 
leges in the Commonwealth of Pennsylvania. He still maintains a 
residence in the Commonwealth of Pennsylvania. And, sir, it is a 
very great pleasure for me to present to this committee Mr. Roger 
Blough, who is now the chairman of the board of the United States 
Steel Corp. 
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Senator Kerauver. We appreciate your being here, Senator Martin. 
I know that Mr. Blough and all of us appreciate your generous intro- 
duction. 

Today the subcommittee is beginning the second phase of its cur- 
rent inquiry into the administered price industries. During the open- 
ing phase early last month, the subcommittee heard from five leading 
economists who have studied the subject and who gave us the benefit 
of their experience. All of them agreed in their testimony that the 

resent tight-money policy is not a satisfactory solution to the rising 
inflationary trend. They united in warning the subcommittee that 
this was a very serious problem and warrants the most careful atten- 
tion by Congress. Four of the five economists testified that in their 
view the inflationary spiral is due largely to price increases in admin- 
istered-price industries. 

The subcommittee is now in the second phase of its inquiry, an indus- 
try-by-industry approach, with steel as the first industry. Steel has 
long been termed the “bellwether” of the economy. On July 1 the 
United States Steel Corp. announced an increase of $6 a ton in steel 
prices. This was several days after President Eisenhower had issued 
a public appeal to industry and labor to hold back on wage and price 
increases. 

Later the President was questioned about the steel increase at a press 
conference and commented that although he lacked the “exact knowl- 
edge” for a judgment, he did feel that unless there is “statesmanlike 
action” by business and labor “we are lost.” He also warned that this 
price rise “might even force a backward step.” 

Shortly after the United States Steel announcement, the other steel 
companies fell into line and also raised their prices the same amount. 

During this phase of the inquiry, the subcommittee will be con- 
cerned with several specific questions. The first and most important 
is whether prices are administered in the steel industry in such a man- 
ner that competition is negligible, and, if that be the case, whether 
existing antitrust laws are broad enough to reach such practices. 

On August 10, 1951, the Federal Trade Commission entered into a 
consent order with the steel industry to cease and desist certain 
pricing practices. Despite this FTC order, there has been virtually 
simultaneous action by all the steel companies in putting the present 
increase into effect. 

Another question involves the fact that United States Steel credited 
the price increase largely to increases in wage costs. The corporation 
announced publicly on June 27: 

Increases in wages and benefits that were provided for in its 3-year labor 
agreement reached with the United Steelworkers of America last summer will 
take effect beginning next Monday, July 1. The increases occurring on that date 
will raise United States Steel’s employment costs about 6 percent to an alltime 
high. An accompanying increase averaging about 4 percent in its carbon- and 
alloy-steel prices was announced at the same time by United States Steel. 

The subcommittee is anxious to determine to what extent the price 
increase was due to the increase in wage costs, as provided in the second 

ear of the contract between the United Steelworkers of America and 

nited States Steel. 
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Third, the subcommittee is also concerned with the economic con- 
sequences of the price increase at a,time when production in the 
industry is falling and there is a substantial amount of excess capa- 
city. In this connection, may I call attention to an article in the 
Wall Street Journal, of August 6, based on a report by the American 
Iron and Steel Institute, that the steel industry had operated at a 

rate of only 79.4 percent, of capacity for the. week ending August 4, 
this year, which was the ninth successive week that production had 
slipped below the rate scheduled by producers. 

On July 24, the Bureau of Labor Statistics of the Department of 
Labor reported that living costs in June had reached a record high 
for the 10th successive month. The steel price increase is expected 
to send the cost of living even higher, since the cost of steel affects 
the price of practically every commodity that people buy. Trade 
newspapers and magazines are reporting that the steel increase will 
bring substantial cost increases for a wide variety of items. For 
ex xample, such estimates forecast a $40 million increase in the petro- 
Jeum industry; $130 million to $140 million in the auto industry; 
$215 million in additional costs to 1 of the larger appliance makers; 
5 to 8 percent more in farm machinery; 6 percent in metal window 
frames—even 4 percent in metal fasteners. 

The American public also has before it the disquieting prospect of 
higher Government expenses due to the steel increase. I have received 
a letter dated July 30 signed by Perkins McGuire, Assistant Secre- 
tary of Defense for Supply and Logistics, in which he states that, 
due to the steel increase— 

It is estimated that the additional cost to the Department of Defense could 
be on the order of $30 million to $35 million per year. 

Of particular importance to this study is the extent of increasing 
concentration in the steel industry. This is indicated by new figures 
compiled by the Census Bureau on concentration for the entire iron 
and steel industry group, embracing the whole stream of steel output, 
ranging from production of byproduct coke and pig iron through 
finished steel products. The new figures for this general field show 
that the 4 largest companies increased their share of value added 
by manufacture from 50 percent of the total in 1947 to 55 percent in 
1954; the 8 largest companies increased their share from 66 percent 
m 1947 to 71 percent in 1954; and the 20 largest increased their pro- 
portion from 80 percent in 1947 to 86 percent in 1954. 

The subcommittee has received numerous letters from small manu- 
facturers operating in competitive industries—not administered price 
industries—who use substantial amounts of steel and who say that 
because of competitive conditions in their fields, they will not be able 
to pass on the increase to their customers. It is my hope that the 
subcommittee will be able to call some of these smaller manufacturers 
to testify. 

The subcommittee will evaluate the testimony presented during this 
inquiry with particular reference to the Sherman Act, and section 
5 of the Federal Trade Commission Act. 

The letter from the Assistant Secretary of Defense that I referred 
to, dated July 30, 1957, will be made a part of the record at this point. 
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(The letter referred to is as follows :) 


ASSISTANT SECRETARY OF DEFENSE, 
SuPPLy AND LOGISTICS, 
Washington, D. C., July 30, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Committee on the Judiciary, United States Senate. 


Dear SENATOR Keravver: This‘is in reply to your letter of July 8, 1957, re- 
questing an estimate, based on reasonable approximations, of the increased cost 
to the military departments resulting from the announced increases in price of 
steel mill products. 

An estimate of this kind is very difficult to make because data are not available 
on many factors relevant to the actual cost of steel incorporated in the military 
end items, such as the cost of extras, freight, and processors’ markups at various 
stages of fabrication. 

In order to provide you with an order of magnitude estimate, the Department 
of Defense requirements for military A products under the DMS system have 
been adjusted to allow for B products, on the basis of shipments against rated 
orders as published by Business and Defense Services Administration of the 
Department of Commerce. By this means, it is estimated that about 2,500,000 
tons of steel are being used annually by the Military Establishment. 

Estimates of the quantity of each form and shape were multiplied by the 
published increase in base price appearing in the July 11, 1957, Iron Age maga- 
zine. Making an arbitrary allowance for the other cost factors mentioned above, 
it is estimated that the additional cost to the Department of Defense could be 
on the order of $30 million to $35 million per year. 

Stainless-steel products for the aircraft program account for the major por- 
tion of the increase. Other programs which may be affected but to a much 
less degree are the ships, tank-automotive, and ammunition programs, 

It is hoped that this information will serve your purpose, but we must empha- 
size that there is necessarily a substantial potential margin of error in the 
estimate. 

Sincerely yours, 
PERKINS McGurIrgE, 
Assistant Secretary of Defense (Supply and Logistics). 


Senator Kerauver. Partly in response to Senator Wiley, relating 
to a subject which was brought up when Dr. Gardiner Means testi- 
fied here, and partly in order to give the committee further informa- 
tion in connection with his testimony, we have received from Dr. 
Means, the well-qualified economist who testified before us, a letter 
dated August 1, 1957, which has been put in the record. Without 
reading all of the letter, the very pertinent part is as follows: 

1. From June 1955 to June 1957, the market prices declined on the average 
1.4 percent while the administered prices rose, on the average, 10.2 percent. 
This represents an appreciably greater divergence in behavior than was indi- 
cated in my chart III. The rise of administered prices was spread fairly evenly 
through the period, almost a quarter occurring in the last 6 months. The decline 
in market prices occurred mostly in the last year though, as is usually the case 
with market prices, there was much fluctuation within the 2-year period. 

2. These price movements were fairly general and not confined to a few 
commodities as is indicated by the table below which shows the above com- 
modities distributed by the present price change. 

Before we call on Mr. Blough and his fellow officials of the United 
States Steel Corp., Senator Langer, do you wish to make any com- 
ment? 

Senator Lancer. No statement at this time, Mr. Chairman. 

Senator Keravuver. Senator Dirksen ? 

Senator Dirxsen. Mr. Chairman, that letter you just referred to 
from Gardiner Means, is that the letter that appeared in the Con- 
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gressional Record? Senator Wiley inserted a long letter in the 
Congressional Record. 

Senator Krravuver. No; this is not it. It is not the same letter. 

Senator Dirksen. This is not the Wiley letter ? 

Senator Keravuver. No, sir. 

Senator Dirxsen. I have asked Dr. Ruggles to comment on that 
letter, which went to Senator Wiley, and I think at this point I should 
like to insert that letter in the record, as soon as it is received. 

Senator Kerauver. Suppose we insert the letter in the record from 
Dr. Means to Senator Wiley, and then Mr. Ruggles’ response to it, if 
there is one. 

(The text of Dr. Means’ letter may be found on p. 95 of part I 
of these hearings. ) 

Senator Dirksen. Mr. Chairman, there is one other observation I 
should like to make. Only recently I have had a chance to take a 
look at the prefatory and introductory remarks in extenso, made to 
that 750-page volume on Concentration in American Industry, and 
I have become rather curious about the 10 or more limitations that 
are included. I think I would like to ask you that, at a later time, we 
should insert from pages 1 to 6, inclusive, in the record of the hearings, 
the introductory remarks that are carried in that volume on concen- 
tration of American industry that has been supplied. 

Senator Keravuver. That is from the introductory remarks of the 
printed volume ? 

Senator Dirksen. That is correct. 

Senator Kreravuver. I see no objection, if the Senator wishes to do 
so. So, without objection, it will be done. 

Senator Dirxsen. Mr. Chairman, I just want to make one comment 
as a predicate for some observations I shall want to submit later, 
rather than belabor the hearing or the record now. As to whether or 
not Mr. Friedman compiled that introductory statement, I do not 
know, but there are 10 qualifications on the data that are included, 
and, as a sample, I just read you No. 1, which appears on page 4. It 
recites, as follows: 

The factual information contained in this report is quantitative in nature. 
Bare statistics necessarily omit many qualitative factors which are essential to 
a complete understanding of the competitive structure of the entire industrial 
economy or of an individual industry. By the same token, the data themselves 
do not reveal the causes of the concentration shown nor the relative importance 
of new enterprise, integration, internal growth, mergers, or business decline or 
mortality, in accounting for the degree or trend of concentration. 

Mr. Chairman, I submit that is one of the most curious qualifica- 
tions of statements I have ever read with respect to 750 pages of cen- 
sus data, because it is only quantitative and it does not take into 
account qualitative factors and it does not indicate causes. I begin 
to wonder some about the validity of all this data that has been sub- 
mitted after this long, 2-year effort by the Census Bureau. 

Similarly, I can take all 10 items that are set out there, and, cer- 
tainly, I did not manufacture these—this appeared in the report that 
was submitted to the committee—but I think they are so vital and 
they deal so substantially with the validity of this data, that I think 
it becomes a very important part of the hearing, and that is the reason 
I asked to have them inserted at this point. Then I shall want to 
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follow with a statement that will set out in language that laymen like 
myself can understand, I hope, the exceptions that I take to a good 
deal of this data, and how invalid it can finally turn out to be. 

Senator Kerauver. Very well. The pages will be inserted in the 
record. This is, of course, information collected by the Census Bu- 
reau in raw form. I think a full explanation is made as to what it 
is in the beginning of the report. The data represent the most sub- 
stantial effort that I know of to try to secure full information as to 
the degree of concentration. 

Senator Dirksen. I just want to make the point, Mr. Chairman, 
this is like saying to the subcommittee, “Look, here are 750 pages 
of figures, and we have used some practical considerations in trying 
to measure them”; but we must say to the committee, “You must keep 
in mind that these are quantitative; they are not qualitative; there are 
other measuring rods or there are interpretations that might be more 
ee than those that we have placed on it.” 

just want to be sure that we keep this in proper focus, because 
maybe this data will have only a little value instead of a lot of value 
for the purposes for which it was intended. So, if you have no ob- 
jection. I would like, at this point, following these introductory 
qualifications, to insert a statement which represents my estimate of the 
matter. 

(Senator Dirksen’s statement may be found on p. 927.) 

Senator Krravver. I have no objection, but, following your state- 
ment, after I see your statement, the chairman may wish to insert 
a statement of his own. 

Senator Dirxsen. Oh, that will be perfectly all right, Mr. Chair- 
man. 

Senator Kreravuver. I may say, in that connection, that we have 
other data that have been furnished by the steel industry itself as to 
the extent of concentration, which will, of course, be brought out 
in the hearing as we go along. 

I want to call attention at this point to basic material and data that 
have been compiled by our staff, and particularly by our chief econo- 
mist, Dr. Blair, which may be of some benefit to the members of the 
committee. 

If there is nothing further, we will start with you, Mr. Blough. 

Before you give us your statement, do you wish to introduce the 
gentlemen who are with you? 
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STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F. SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIALS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C. JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN 6S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP. 


Mr. Bioveu. Yes, Mr. Chairman, I would like to introduce some 
of my associates who are here today. 

First of all, Mr. Clifford F. Hood, who is president of the United 
States Steel Corp. 

On my left over here is Mr. Robert C. Tyson, who is chairman of our 
finance committee. 

Senator Kerauver. Glad to have you with us, Mr. Tyson. 

Mr. Biover. Mr. Richard F. Sentner is the executive vice presi- 
dent in charge of sales. 

Over here we have Mr. Tennant, John S. Tennant, who is our gen- 
eral counsel. 

Senator Keravuver. Mr. Tennant, are you a member of a firm ? 

Mr. Tennant. I am a full-time officer and employee. 

Senator Keravuver. A full-time officer and general counsel ? 

Mr. Tennant. Yes, Senator. 

Senator Keravuver. Thank you. 

All right, Mr. Blough. 

Mr. Buioven. I might say that Mr. Tennant—— 

Senator Lancer. Who are the other gentlemen ? 

Senator Keravuver. He is going to get around to them. 

Mr. Biovex. Senator Langer, I would like first to introduce Mr. 
Malcolm Reed, who is executive vice president in charge of engineering 
and raw materials. I believe Mr. Reed is in the audience. 

And Mr. Harvey Jordan, who is executive vice president of opera- 
tions. 

I would also like to introduce Mr. Bradford Smith, who is economist 
for United States Steel, and is also in the audience. 

Those are the officers of the corporation that are present today, and 
one or more of us will take part in the proceeding. 

Senator Kreravuver.. Mr. Johnson is on your right? 

Mr. Biovex. Mr. Johnson is my assistant, and Mr. Kimball is Mr. 
Tyson’s assistant. Mr. Etherdge here is assisting Mr. Sentner. 
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Senator Kerauver. We are glad to have all of you here. We know 
that at this time of the year, you do have pressing engagements other 
than here in Congress, and also we do not know how long Congress 
is going to be here, so we are anxious to get to the essential points, 
as I know you are. 

Mr. Biouex. Senator, we take your proceeding very seriously. We 
think it is an important thing to inquire into, and for that reason we 
have taken quite a little time and have prepared what we think is a 
peesmtnon, which should throw some light on the problems that are 

acing your committee. 

Senator Keravuver. We appreciate that very much, Mr. Blough. 

Mr. Blough, you have a statement ? 

Mr. Broves. Yes. And I would like to begin the proceeding, so 
far as we are concerned, by reading that statement, ion then we will 
proceed with our presentation in what I hope you will find to be an 
orderly fashion. 

If aoaid I would like to finish the statement without questions, 
and then answer the questions at the end of the period. 

Senator Keravuver. All right, Mr. Blough. 

Mr. Buoven. I have read with deep interest, and with understand- 
able perplexity, the conflicting testimony of the distinguished econo- 
mists who have appeared before you at these hearings. I have studied 
their differing idoitionn of the term “administered prices”; I have 
sought to comprehend that still-born economic concept called the “zone 
of relative price indifference”; I have struggled with that impossible 
paradox known as “monopolistic competition”; and pursuing my re- 
search even further into the semantic stratosphere of economic litera- 
ture, I have encountered “atomistic heteropoly” and “differentiated 


pol _— 

ae y this is no place for simple iron puddlers; so with your 
permission: 

Senator Keravver. Just a minute. I am not going to interrupt 
except this one time, but when was the last time you puddled iron, 
Roger ? 

Mr. Bioueu. Senator, I started in a steel mill when I was 16. 

Senator Kerauver. You are going to feel right at home here 
because before you and I were classmates up at Yale, when I was at 
the University of Tennessee, I used to sai in the coal mines up in 
Kentucky, so we will just converse with one another as an old coal 
miner and an old iron puddler. 

Mr. Biovex. Senator, I do not know what your experience was in 
a coal mine, but my experience in the coal mine was trying to drive 
a jenny, and anybody that has ever tried to drive a jenny—you know 
that is the wife of the [laughter]|—anyone who has tried to drive 
a jenny will understand there are some aspects of coal mining at least 
in the old days that were rather difficult. 

Senator Keravver. As an old coal miner, I know what :you are 
talking about. We are on the same terms. 

I see Senator Capehart is present here. Glad to have you here, 
Senator. 

Senator Carenart. Thank you, sir. 

Senator Kreravuver. We will be glad to have you participate in 
the hearings. 

Excuse those interruptions. 
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Mr. Bioveu. Clearly this is no place for simple iron puddlers. So 
with your permission, I will just try to keep it simple by avoiding 
the pitfalls of economic theory and by sticking to the practical eco- 
nomic facts of life which every businessman must face if he is to 
survive the rising tide of costs, meet his competition, and keep his 
plant intact in the absence of adequate depreciation allowances. 

Now as I understand it, the main purpose of this investigation is 
to inquire into the warmed-over theory that administered prices in 
the so-called concentrated industries are responsible for inflation. 
Freely translated, I suppose that means: “Is big business to blame 
for it all?” 

The learned economists who have appeared before you have dis- 
cussed that theory thoroughly, and have, I think, successfully dis- 

osed of it; but because of the subterranean implications inherent 
in the question itself, I should like to be sure that we are all speaking 
the same language and that we have the same understanding as to 
the precise meaning of this economic jargon. 

For example, I confess that I have no idea just what an “admin- 
istered price” is—and judging from the wide divergence of opinion 
among the witnesses who have testified here on that point, I am not 
alone. Perhaps it is merely the opposite of a “haphazard price.” 
But whatever it is, I gather that the one who should have some under- 
standing of the meaning of the term is Dr. Gardiner C. Means who 
invented it. 

So I would like to note, in passing, some of the statements he has 
made to the committee about “administered prices”—about what they 
are and what they are not. 

Are administered prices monopolistic? Do they exist only in the 
absence of competition? In short, are they bad? 

Tothe contrary. According to Dr. Means, they lead— 





to greater efficiency and higher standards of living. * * * They are an essen- 
tial part of our modern economy * * *, Without them, big, efficient industry 
would find it almost impossible to operate. 

Well, then, are administered prices a phenomenon which is peculiar 
to big businesses and to highly concentrated industries ? 

Why, not at all, explains Dr. Means. An administered price is 
merely an established price at which something is offered for sale. In 
other words, it is the price that you and I pay for virtually everything 
we buy, wherever we buy it—at the corner drugstore, the neighbor- 
hood newsstand, or in Macy’s basement. Dr. Means says: 





We could not have our big, efficient department stores and mail-order houses 
if prices were not administered. 

Then perhaps administered prices are something new—some modern 
development in our economy ¢ 

Wrong again. Dr. Means says: 

Even in Adam Smith’s day, administered prices were known. 

His main idea seems to be that administered prices are something which 
should be studied further in order that their economic effects can be 
more fully understood. In no event does he regard them as something 
“that can or should be done away with.” 

So since Dr. Means’ prices prevail generally throughout the busi- 
ness world, and since they are neither bad nor something new, perhaps 
we should just forget this confusing word “administered” and talk 
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for a while about prices, period. And the question before us then 
is: Are prices in concentrated industries responsible for inflation ? 

But what are “concentrated industries” and how “concentrated” 
do they have to be to qualify as potential villains in this cycle of in- 
flation? Throughout the testimony before this committee, I note 
the almost universal presumption that steel is a classic example of a 
highly concentrated industry. And frankly, this puzzles me. 

he Department of Commerce has prepared for this committee a 
list of 447 American industries as classified by the Census Bureau, and 
has shown what percentage of the sales in each of these industries was 
accounted for by the 4 largest producers. 

Thumbing through that list, I find that 112 of these industries— 
and remember, I am talking about industries, not just companies— 
112 of these industries are more concentrated than “steelworks and 
rolling mills.” In fact, one-quarter of all of the industries in Amer- 
ica—as shown on this Census Bureau tabulation—are more highly 
concentrated than steel. 

So perhaps—in order to avoid confusion—we’d better forget this 
term “concentrated industries” for a moment and just ask ourselves if 
industrial prices are responsible for inflation. 

And the answer to that—as all of us must recognize—is that ris- 
ing prices do not cause inflation; they are the result of inflation. As 
a knowing friend of mine put it: “Price increases cause inflation like 
wet streets cause rain.” 

In this connection, all of the economists who have appeared here 
have emphasized the fact that wages and other costs are inextricably 
linked with prices; and Prof. Richard Ruggles of Yale University, 
in the course of this testimony, has come forward with some factual 
evidence that can hardly be ignored. 

Addressing himself to the theory that administered prices have 
enabled producers to take advantage of wage increases by raising 
prices even more, he says: 

For industrial producers as a whole, this form of the argument is easily shown 
to be not true. 

He then turns to official United States Government figures to show 
that since 1951 wage costs have risen about twice as much as prices for 
manufacturing in total; and that wages have also risen faster than 
productivity. 

Coming next to the Government’s Cost of Living Index, he shows, 
through careful analysis, that the rising price of the products— 
or commodities—that people buy have had relatively little effect upon 
the consumer’s pocketbook in recent years; and that most of the in- 
crease in the Cost of Living Index has resulted from the rising price 
of services—or noncommodities, if you will. Thus since 1951, he 
says, the price of services—as recorded in the index—has risen 21 
percent; while the price of commodities has gone up only 2 percent. 
And he concludes with this simple statement, which I should like 
to quote with emphasis: 

It is not possible to maintain, in view of the statistical evidence, that ad- 
ministered prices have been primarily responsible for the inflationary spiral. 

That is Dr. Ruggles’ statement; and that is what the evidence 
clearly shows. Yet in the face of the indisputable facts, which are 
readily available to anyone who cares to look them up, the belief 
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still seems to persist that there is something special and different about 
steel—that a rise in the price of steel can somehow touch off a new 
round of inflation; and that it will quickly affect the sensitive pocket- 
book nerve of every man, woman, and child in America. 

Mr. Chairman, that is sheer economic superstition; and it behooves 
us, I think, to expose it as such, for if this committee is to contribute— 
as I hope it will—to a broader public understanding of the real causes 
of inflation, it must deal in facts, and not in unsupported assumptions, 
however long those assumptions may have been an established part of 
our national folklore. 

Now, what are the facts? ; ‘ 

Well, the New York Times, on March 10 of this year published a 
front-page story in which it analyzed the changes in the cost of livin 
index since 1952, and showed what has happened to the price of al 
of the major items which are covered by that index. This story, writ- 
ten by Edwin L. Dale, Jr., the Times’ economic correspondent, 
showed—just as Professor Ruggles has shown here—that the price 
of the things which people bought during this period had remained 
relatively stable; but that the price of services—or nonthings, such 
as transportation, medical care, laundry, haircuts, rent, and so on— 
had risen substantially. And to illustrate the minor role that indus- 
trial prices have played in this picture, the Times made this signifi- 
cant statement: 

Though it may seem surprising [said the Times] the price of steel could 
practically double and the cost of living would hardly show it. Between 1951 
and 1955, the price of steel rose 14 percent; but the price of household appli- 
ances—washing machines and the like—actually declined by 13 percent. 

How can this be? Well, the most authoritative explanation un- 
doubtedly comes from Dr. Ewan Clague, who as United States Com- 
missioner of Labor Statistics for many years, must be regarded as our 
leading expert on matters pertaining to the cost-of-living index— 
or the Consumer Price Index, as it is now called.t 

In August of last year, Dr. Clague said that a rise in steel prices has 
only a “negligible” effect upon the cost-of-living index because, the 
amount of steel in the consumer dollar is so “tiny.” And that, of 
course, is the crux of the matter. All the money that the American 
people spend for steel in a year is so small in comparison to their total 
expenditures for all of the other things they buy, that any change in 
the price of steel is overwhelmed by the price movement of other 
goods and services which make up the average family’s budget. 

In fact, the recent steel price increase would affect that budget by 
about four one-hundredths of 1 percent. That is considerably less 
than 1 cent a day for a $5,000-a-year budget—or not even enough to 
buy 1 cigarette. 

But perhaps the most conclusive evidence on this question is to be 
found in the records of United States Steel itself. Possibly some of 
you gentlemen may recall that several years ago—on May 1, 1948, to 
be exact—United States Steel tried to lend what weight it could to- 

yard slowing down the inflation that was then running riot. And 
possibly you recall, too, the result of that experiment. If not, let me 
refresh your memory. 


mae by Dr. Clague commenting on this remark may be found in the appendix on 
Dp. vo~. 
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In the previous year, 1947, the Cost of Living Index had jumped 
1414 percent above the level of the year before. ‘That was the largest 
annual increase ever recorded since the First World War period; and 
it is interesting to note, in passing, that this 1414 percent rise in that 
1 year was more than 31% times as great as the total increase that has 
occurred in the past 3 years put together. We were deeply concerned 
about inflation—as we still are—for among the industrial population 
of America, the steel industry has been one of the principal victims 
of inflation. It was a major problem for our company and we de- 
cided to do something about it if we could. 

Fortunately, we had a unique opportunity to do so, for under the 
terms of our contract with the union that year, our workers could 
seek a wage increase; but they could not strike to obtain it. 

So instead of granting the union’s demand for higher wages, we 
determined to reduce the price of our products by $25 million—or 
an average of about $1.25 per ton. Reductions on individual prod- 
ucts ranged from $1 to $5 per ton and applied particularly to those 
steel products which we hoped would bear most directly upon the 
cost of living—the kinds of steel, in short, that go into automobiles, 
household appliances, tin cans, roofing and siding for buildings, and 
various wire products such as nails, wire netting, and fencing. 

Now remember, please, that at this time steel prices were already 
lagging far behind other prices generally. From 1940 to May of 
1948, they had advanced only 40 percent; while the price index of all 
commodities had gone up 21% times as much; food products, 314 
times as much, and farm products more than 4 times as much as steel. 

But still, we cut our prices, and in announcing this price reduction, 
Benjamin Fairless—then president of the corporation—made a state- 
ment which sounded very much like some of those we hear today. He 
said: 

We in United States Steel believe that costs and prices in general are too 
high today for the good of the Nation. We are firmly of the conviction that 
American industry and labor should cooperatively do everything in their power 
to avoid further increases in costs, which—if permitted to occur—must result 
in higher prices for almost everything we buy. Certainly the best interests of 
all of our people will not be served by a further lowering in the purchasing 
power of the dollar. 

Mr. Fairless went on to express the hope that our action would have 
a “beneficial effect throughout the Nation,” and that it might help to 
bring “an early stabilization or reduction in the cost of living.” But 
he also made it clear that if costs and wages continued to move for- 
ward elsewhere on a broad front, we would have to rescind our price 
cut and grant wage increases in fairness to our employees. 

I am sure you all know what happened. Other unions demanded 
another big round of wage increases—and got them. Other compa- 
nies had to raise prices to pay for them. Our costs kept soaring i, 
ward. We might as well have tried to stop an express train with a 

eashooter. So 3 months later, we had to rescind our price action, 
increase the pay of our workers, and try to catch up with the parade 
that we had fallen so far behind. 

This “noble experiment,” however, was not a total loss for it taught 
us three important truths that I hope may someday be widely under- 
stood: First that no one company, no one industry, and no one union 
can alone stop the march of inflation. Second, that neither the steel 
industry or any other industry ever sets the wage pattern in America; 
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for the postwar wage pattern has been a never-ending spiral in which 
each industry, in its turn, is called on to pay a little more than the 
preceding industry did, and the next industry must then pay a little 
more than that. And third, we learned from the stark statistical 
evidence, that a cut in steel prices produces no discernible or identi- 
fiable effect upon the cost of living. The actual mathematical facts 
may interest you. 

Our price reduction took effect on May 1, of 1948. From January 
through April of that year, the cost of living had risen only three- 
tenths of 1 percentage point; but no sooner had our price been lowered 
than the cost of living began to rise sharply. In the next 3 months it 
rose 2 whole percentage points. 

Toward the end of this time we had to give up and raise wages and 
prices substantially. And what happened to the cost of living? It 
went up one-half of 1 percentage point in the following month and 
then began to drop steadily—not only throughout the balance of the 
year, but throughout all of the following year until it reached the 
lowest point it had seen in 22 months! 

And so, Mr. Chairman, if we are going to investigate steel prices at 
this hearing, by all means let us investigate steel prices; but in so doing 
let us not delude ourselves or anyone else into the notion that we are 
thereby striking at the roots of inflation ! 

On the contrary, let us try, at least, to bring a little helpful perspec- 
tive into this whole steel price picture. It is popularly supposed that 
the price of steel is too high; but I wonder whether 1 person out of 10, 
in this country, has the remotest idea what the price of steel actually is. 

Today steel is selling for about 734 cents per pound. That is the 
average price that United States steel is getting for all of the carbon 
and alloy steel that it ships. Yet to produce this steel it must use 
billions of dollars worth of equipment, the labor and skills of hundreds 
of thousands of men, and mountains of raw materials gathered from 
many parts of the world. 

It seems to me that in comparison with almost everything else we 
buy 734-cent steel must be regarded as something of a modern indus- 
trial miracle. 

And how much has the price of steel gone up since this broad cycle 
of inflation began back in 1940? What is the sum total of all of the 
price increases that have occurred in steel in all of the past 17 years 
put together? Why, about 434 cents per pound. 

During this same period, other basic necessities of life have also 
risen in price, Bread, for example, has gone up 11 cents per pound, 
butter 39 cents, and round steak 59 cents; and all of us recognize that 
this is the inevitable effect of inflation. But when the price of steel 
moves up just three-tenths of 1 percent per pound—as it did on the 
1st of July—it is declared to be a matter of grave national concern. 

The truth is, of course, that during these 17 years the value of 
the dollar has shrunk to slightly less than 50 cents. That means 
that each penny spent for steel today is really one half a penny. 
So the price of steel has really gone up very little in terms of an 
unshrunken dollar. It is mainly that the value of money has gone 
down. 

And then there is the matter of quality—the change in the intrinsic 
value and usefulness of that pound of steel—which is so often over- 
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looked in these discussions of steel prices. To compare the price of 
our 1957 model steel with that of our 1940 model is a good deal like 
trying to compare the price of a 1940 radio set with a 1957 color tele- 
vision. In many cases the kind of steel we sell today could not have 
been purchased at any price in 1940, because it simply didn’t exist. 
And while the price of these new steels, such as high-strength and 
ae steels, is necessarily higher than that of the older-type carbon 
steels, it may actually represent a lower cost to the purchaser. 

A case in point is the new bridge that is being built across the 
Carquinez Straits in California. Instead of using the old-fashioned 
steels, the engineers of the State of California are using our new 
high-strength, ““T-1” steel for many of the principal members of this 
bridge. And by using this ens steel, they estimate that 
they will save $800,000 on the overall cost of the structure. 

So statisticians who ignore this all-important factor of value will 
conclude that the average price of the pound of steel we sell has gone 
up. But in the light of the new types and usefulness of these higher 
cost products, has it really, gentlemen? Or perhaps has the price of 
steel gone down as an actual matter of value per pound ? 

T'll leave it to you; but one thing seems crystal clear to me; that 
when viewed in its true perspective, the price of steel is amazingly 
low; for steel is not only the cheapest, by far, of all the common metals; 
but with surprisingly few exceptions it is also cheaper—pound for 
pound—than almost anything else you can buy. 

To put it in the politest possible terms, therefore, let me just say 
that the so-called high price of steel is in my opinion another myth, 
“ and simple. Conceivably this myth has been born of a natural 

esire to find some convenient scapegoat upon which to blame our 
inflationary troubles. If so, however, it is my purpose to see that 
United States Steel does not become that scapegoat. 

In these hearings, Mr. Chairman, we are prepared to present the 
whole financial story of United States Steel, as it stands today after 
17 years of inflation—the facts about our costs, our prices, and our 
profits. But in my statement here this morning, I am impelled to 
discuss a couple of other free-wheeling assumptions that have been 
standing unchallenged in the record, and that seem to me to be consid- 
erably cluttering up the landscape of proper understanding. 

One of the most persistent of these unfounded assumptions is that 
a big corporation, like United States Steel, has no real competition; 
that it thus enjoys “monopoly power” or “concentration of power” 
which enables it to boost its prices to what have been described here, I 
believe, as “unendurable levels”; and that in this way it reaps fabulous 
profits, the public interest to the contrary notwithstanding. 

But that is the assumption. What are the facts? Does United 
States Steel really possess that kind of power? Does it actually get 
these fabulous profits? Let’s look at the record: 

When United States Steel was created, 56 years ago, it was the 
biggest corporation America had ever seen up to that time. It pro- 
duced twice as much steel as all of its competitors put together. 

Now self-preservation, of course, is one of the most basic of all 
instincts; so if United States Steel did possess, in those days, the 
“monopoly power” frequently attributed to it, then presumably it 
would have expanded its production at the expense of its competitors; 
or certainly—at the very least—it would have held its own ground 
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against them. In which event, we would expect to find that United 
States Steel today still produces no less than 66 percent of the total 
domestic output, as it did back in 1902. 

The fact is, however, it does not. Today it produces less than 30 
percent of the steel that is made in America; and where once it turned 
out twice as much as all of its competitors put together, its com- 
petitors now turn out more than twice as much as it does. 

It is true that United States Steel has grown during this period 
and that, last year, it produced about three times as much steel as it 
did in 1902; but its competitors have grown far more lustily. They 
produced 15 times as much steel as they did in 1902. 

Yes, over the years, United States Steel’s share of total domestic 
production has declined continuously, right down to the present day, 
while its competitors have taken an ever-increasing share of the market 
away from it. For every ton of steelmaking capacity that we have 
added during these years, our competitors have added almost 3 tons 
to their capacity; and this year—for the first time—our share of the 
total capacity of the industry dropped to 29.7 percent. 

These are the facts, Mr. Chairman. Here on the record itself is 
the most conclusive possible evidence of the vigorous competition that 
exists within the steel industry. To persist in the discredited assump- 
tion that there is an absence of competition in steel, is to renounce 
reality and to cling to delusion. And to argue that concentration in 
this industry is on the rise, is merely to say that concentration among 
the smaller companies is increasing at the expense of United States 
Steel. This, then, is a new concept of concentration—a kind of con- 
centration—a kind of concentration in reverse. 

Let us not forget, moreover, that, vigorous and successful as United 
States Steel’s competitors have been, they are by no means the only 
competition which we must meet in selling steel. With American 
wage rates three times as high as those which are paid to steelworkers 
abroad, we face increasing competition from foreign imports, and in 
certain product lines this competition has cut heavily into our market. 

Beyond that, too, is the intense competition that steel faces from 
other industries producing a host of products that can be used as sub- 
stitutes for steel. Thus, aluminum is striving mightily to replace steel 
in the automotive market, in the building industry, and in containers. 
Plastics are contending against steel in the manufacture of pipe and 
for hundreds of other uses. Detroit has been experimenting with the 
use of fiberglass for automobile bodies. The steel we produce for the 
manufacture of tin cans competes against glass, paper, and other sub- 
stances. In the construction field, steel must vie with prestressed con- 
crete, wood, masonry, slate, asbestos, and other materials too numer- 
ous to mention. And always it must compete against other metals, 
such as copper, bronze, lead, magnesium, and so on. 

So let no one suppose that the customers of any steel company are 
unresourceful in protecting their own interests. They will buy their 
needs from the company best able to compete for their patronage in 
terms of price, quality, service, dependability, and availability. And 
in the end they alone will decide—as the American customer always 
does—which companies shall grow, which shall wither, which shall 
—- and which shall die. Theirs is the power to regulate and to 
control. 
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But still it is assumed that big companies, like United States Steel, 
have some mysterious and undiscovered power to reap fabulous profits 
at the customer’s expense. And that, too, is a myth—a carefully culti- 
vated and widely exploited myth which is perpetuated very simply 
by those who decry the total dollar profits of big companies, without 
relating those profits to volume of sales, increased investment, or any- 
thing else that would give them meaning. 

So we hear that Mr. X made a profit of only $3,000 in his little busi- 
ness last year, while corporation Y gouged a billion dollars in profits 
out of its customers. And that, of course, is sinful and unconscion- 
able, and un-American. 

But who bothers to point out that Mr. X is the sole owner of his 
business and has invested a total of $10,000 in it, while corporation Y 
is owned by a million shareowners, each of whom invested $10,000 in 
it. So the “greedy” owners of this “giant” corporation had a profit 
of $1,000 apiece and a 10-percent return on their money, while “poor” 
Mr. X got three times as much profit and a return of 30 percent on his 
investment? Which of them, then, made the fabulous profit? 

Now, I know, of course, Mr. Chairman, that no member of this com- 
mittee, nor of its staff, has any intention whatever of distorting the 
profits of United States Steel or any other company; but in view of 
the widespread misrepresentation that has occurred in other quarters, 
I have used this illustration to emphasize the necessity of measuring 
profits always in meaningful terms. 

And with that thought in mind, let us see how the profits of United 
States Steel compare with those of other corporations. 

Last month, Fortune magazine published a list of the 500 largest 
manufacturing companies in America; and it ranked them according 
to size on the basis of the dollar value of their sales last year. 

Now if you look at this list, you will find United States Steel in 
fourth place in size of sales. It stood third in assets and invested 
capital. It also stood third in the total number of jobs it provides; 
and fifth in the number of stockholders whose savings have been 
invested in the enterprise. 

Now, these are the measures of the service which United States 
Steel has performed for the total economy and for the Nation. 

But how about the rewards it has received for these services? Does 
United States Steel rank fourth in profits as a percentage of sales? 
Not at all. It ranks in 123d place on that basis. Well, then, how 
about profits as a return on invested capital, however limited the use- 
fulness of the measure may be. Was it No. 4 on this hit parade? 
No, I’m afraid not. It ranked 243d on that basis. 

And among the companies which stood far above it on both of 
these counts was the smallest company in the entire list—No. 500. 

Mr. Chairman, a little study of the facts as they are reported in 
this Fortune magazine article will completely shatter the popular 
illusion that big companies have been fattening their profits. Taken 
as a group the 500 largest companies of this year increased their 
profits by 214 percent over the levels of last year’s top 500; but all the 
other industrial corporations—all the littler ones which did not rank 
among the first 500—increased their profits, as a group, by 20 percent. 

In the light of these facts, therefore, it is pointless to argue that 
big, profit-hungry business has been responsible for the recent infla- 
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tion. In fact—in the light of the Government’s own figures—it is 
Ties to argue that profits have contributed to inflation at all. 

hese figures show that the total profits of all corporations, after 
taxes, were $22.1 billions in 1950 and that they have never been as 
large as that since then without even considering the declining value 
of those dollars of profits. And whereas profits represented 9 per- 
cent of the total national income in 1950, they had shrunk to only 6 
percent of the national income by last year. 

So it is a little difficult for me to understand how shrinking profit 
levels can cause inflation. Compensation of employees, of course, 
has risen by $87 billions during this same period; and as a share of the 
total national income it has increased from 64 percent to 70 percent. 
So if it is the belief of this committee that “concentration of power” 
may have something to do with rising prices, I would merely suggest 
that perhaps you. gentlemen are looking on the wrong side of the 
bargaining tables. 

I am aware, of course, that United States Steel is often blamed 
for wage inflation. It is said that we do not really fight against un- 
economic wage increases, because we can easily pass them along to 
our customers. It has been suggested to this committee that we be 
barred by law from raising prices following a wage increase; the sup- 
position being, presumably, that we will thus be forced to resist the 
union more strongly. Well, let’s look at that one for a moment. 

In the first place, a mere glance at our profit rate since 1940 will 
show that neither United States Steel nor the steel industry as a 
whole has been able to pass these rising costs along in their entirety. 
We have had to absorb a part of them. But that, perhaps, is beside 
the point. 

The real point is this: To enforce what we regard as inflationary 
wage demands, the union has struck our plants 5 times in the past 
11 years; and we have taken these costly strikes in an effort to hold 
the line against inflation. But hardly has one of these strikes begun 
before there is a nationwide demand that we settle it. Our customers 
must have steel or close their plants. Their employees face layoffs 
and loss of pay. The Government, too, must have steel; and daily 
the pressures upon us keep building up. And ultimately—if we do 
not settle—we may face the threat of Government intervention, as 
happened 5 years ago when the then President of the United States 
seized our plants illegally and sought to grant the union demands 
in full. 

In our most recent negotiation last year—after a 5-week strike— 
we signed a labor agreement. It was that labor agreement which fore- 
ordained our recent price increase. 

Inder that 3-year labor agreement, we hoped to narrow at least 
slightly the inflationary gap between our rapidly mounting wage costs 
and our slowly rising output per man-hour. Only time can tell if 
what we did represented progress. 

On July 1 of this year we faced what our recent total wage-cost 
history demonstrates was about a 614-percent increase in our total 
costs per man-hour; and to cover these costs in part, we raised our 
steel prices by an average of 4 percent. 

This action of ours was promptly denounced on the floors of Con- 
gress and elsewhere as being “irresponsible” and contrary to the “pub- 
lic interest.” It signaled the launching of a concerted attack which 








212 ADMINISTERED PRICES 


brought down upon our heads all of the unfounded assumptions, the 
myths, and the economic superstitions that I have already discussed 
here; and from these convenient assumptions it was no effort at all 
for a number of people to jump to the conclusion that Congress should 
subject our basic industries and larger enterprises to price and profit 
controls—by the force of persuasion, or by the force of law. 

In the midst of the attack, nobody stopped to think that inflation 
has thus far been much less serious in America, under freedom of 
enterprise, than it has in many other countries of the world where 
the deadening hand of Government controls has long been present. 
No one bothered to explain just what it is that is wrong with an Amer- 
ican industrial system that is the envy of the rest of the world; nor 
did anyone ask what kind of a system is to be set up in its place— 
or by whom. 

Mr. Chairman, the impulse of governments to extend their powers 
even farther over the lives and activities of the citizenry has persisted 
throughout history, and it still persists today among a number of sin- 
cere, patriotic, and well-meaning Members of Congress. But that 
doesn’t make it a good thing to do nor prove that abandoning freedom 
in enterprise is in the interest of the people. It also occurs to me that 
you conscientious and overworked gentlemen who are running this 
country have troubles enough of your own as it is without taking on 
all of ours. So perhaps we ought to look into this question of “irre- 
aponetnclisy | and the “public interest” for a moment before we throw 
the baby out with the wash water. 

Now if the popular thing to do were always the responsible thing 
to do, a businessman’s lot would be a much happier one—and so, I 
suspect, would a Senator’s. There is no doubt that the popular thing 
for United States Steel to have done would have been to permit its 
mounting costs to rise, uncompensated, and thus to endanger not only 
the financial strength of the company, but also the jobs of its em- 
ployees, and even, perhaps, the security of the Nation. But would 
that have been the responsible thing to do; and would it have been 
in the public interest? 

You see, United States Steel, like any other enterprise, has many 
responsibilities which must be weighed not only in the light of pres- 
ent-day pressures, but also in the light of long-range necessities. One 
of these is our obligation to our shareowners, who are widely assumed 
to be people of great wealth—people who do not really need their 
dividends anyway. 

But a survey which we took among them 4 years ago showed that 
more than half of these stockholders had incomes of less than $4,500 
a year, and many of them had less than $2,000. That was not just 
what they got from United States Steel, you understand. That was 
their total income from all taxable sources. So, the incomes of more 
than half of our stockholders were less than the average wage we 
were then paying to the men in our mills. 

What, then, is our responsibility to these people? Are we fulfilling 
our responsibility to them if we subtract from their incomes in order 
to add to the incomes of our workers and to meet our other costs? 
Should we, in short, rob Peter to pay David? 


But entirely apart from its obligations to its owners, United States 


Steel has grave, long-range responsibilities to the Nation as a whole— 
responsibilities which are continuously taxing its financial resources— 
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and the extent of United States Steel’s ability to meet these responsi- 
bilities is directly dependent on the extent of its profits. 

In the face of inadequate depreciation allowances, it is reinvestin 
a substantial part of its profits in the replacement of obsolete an 
worn-out equipment in order to remain efficient and productive, and 
to hold costs and prices down. No one will doubt that that is a part 
of our responsibility. 

The potential supply of iron ore available within this Nation’s 
borders will undoubtedly last beyond the lifetime of any of the pres- 
ent officers of our company. But that is not enough. For the future 
security of the company, of the industry, and of the Nation, huge new 
reserves are constantly being discovered, evaluated, and developed 
as our work in Venezuela, Canada, Wyoming, and the Lake Superior 
district illustrates. That, too, is surely a part of our responsibility ; 
a responsibility we share with others in our industry. 

Beyond that we are, today, building costly new facilities to treat 
and upgrade raw materials which are dwindling in quality. We must 
have multimillion-dollar plants for the washing of metallurgical coal ; 
beneficiating plants to process iron ore, and sintering plants to in- 
crease the productivity of our blast furnaces. 

As an important industrial unit, research—regardless of how costly 
it is—is also a part of our responsibility. And we believe our new 
research center at Monroeville, Pa., is further evidence of our efforts 
to carry out that responsibility. In our laboratories there, we are 
seeking to develop new steels that will withstand—as no other metal 
can—the terrific heats that will be generated by atmospheric friction 
in the supersonic planes of the future. There, too, we are engaged in 
a program of fundamental research designed to extend man’s knowl- 
edge of the iron atom, and to discover—as scientists believe they 
may—a metal twice as strong as any now existing in the world. 

Beyond all that, there is the ever-present need for new steelmaking 
capacity so that the economic growth and security of this Nation 
may never be jeopardized by the lack of steel. To play our full part 
in maintaining an adequate steel supply is, we believe, a compelling 
responsibility. That is our business, and there is no better reason 
for our existence. But no one of these Tee is possible 
of fulfillment by a profit-starved industry or by a company suffering 
from financial malnutrition. 

Gentlemen, popularity is a fickle thing. Shortly before World 
War II we were critically examined in these very halls for having too 
much steelmaking capacity in what was then termed by some econo- 
mists a mature economy. With those economists we definitely were 
not popular, yet within a matter of months Pearl Harbor was upon 
us, and you will recall how important that supposedly excessive steel 
capacity was to all of us and how the plants of United States Steel 
were called upon to outproduce all the steel plants in all the Axis 
nations put together. I assure you that was a very popular thing 
to do at the time. 

Only 5 years later, however, when we were summoned before an- 
other investigating committee of the Congress, we were denounced 
on the grounds that we looked too big to some of the investigators. 
And counsel for the committee made a great point of the fact that 
no nation on earth, outside the United States, could produce as much 
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steel as our company could. That, he said, was not good, and we 
were then unpopular with him. 

Today that charge can no longer be made against us, for there is 
one country on this earth which now produces much more steel than 
does our company. That country is the Union of Soviet Socialist 
Republics—a thought-provoking fact which no one in our industry 
or our corporation can overlook. 

Mr. Chairman, if steel companies become unpopular because they 
are too big, they may manage to survive it, somehow; but, if they ever 
become unpopular because they are too small, it is quite possible that 
none of us may survive it. 

So, in the light of these facts and all of these responsibilities, I 
commend to the thoughtful consideration of this committee the ques- 
tion of whether or not our price action was responsible and in the 
public interest. 

Senator Keravuver. Thank you very much, Mr. Blough. You have 
given us a well-prepared and thoughtful statement—— 

Mr. Biovex. Thank you, Mr. Chairman. 

Senator Kerauver. In presenting the viewpoint of the United 
States Steel Corp. 

Mr. Buoven. At this point, Mr. Chairman, I stated that I would like 
to have us present our program in an orderly fashion, and we would 
like, if possible, to tell you just exactly what the cost facts and the 
profit facts are about United States Steel. With your permission, I 
would like to ask Mr. Tyson to present those facts to you. 

Senator Kerauver. Mr. Blough, does Mr. Tyson have a statement 
he wishes to read ? 

Mr. Biovuen. Yes. 

Senator Keravuver. How long will it take? 

Mr. Tyson. It would take about 20 to 25 minutes. 

Senator Kerauver. Would it not be possible, Mr. Tyson, to place 
the statement in the record in full and summarize it ? 

Mr. Biovuex. It will be possible to do so, but, may I suggest for your 
consideration, Mr. Chairman, we have a feeling that the lack of under- 
standing is one of the most detrimental things that occurs so far as 
industry is concerned, and particularly United States Steel Corp. 

In order to understand just what the steel industry is about and 
what United States Steel is all about, we would like to present our 
case in an orderly fashion. Now, if your time will not permit that, 
that is one thing. Bnt we would like very much to have the oppor- 
tunity of having at least just one more statement read, because I be- 
lieve it will be very informative to you. 

Senator Keravver. Is Mr. Tyson’s statement the one contained in 
this pamphlet ? 

Mr. Bioven. Yes. 

Senator Krerauver. It has to do with costs? 

Mr. Broven. That is right. 

Senator Keravuver. Mr. Blough, would it not be just as orderly if we 
would ask you some questions at this point and thereafter let Mr. Tyson 
read his statement ? 

Mr. Broven. All right; let us proceed on that basis, and, if we are 
going to proceed on that basis, Mr. Chairman, may I make a comment 
or two about your opening statement? Would that be in order? 
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Senator Kerauver. You are here to comment about anything you 
wish to, Mr. Blough. 

Mr. Buoveu. There are just 1 or 2 things that I would like to clear 
up for the record, if I may. I think it is on page 2. No; I beg your 
pardon. It is on page 3 of your statement; you refer to the steel- 
price increase as expected to send the cost of living even higher. 

Now, I have covered that, I think, adequately and fully in my state- 
ment, and, I believe, sufficiently. I pointed out that the relationship 
between the increase in the price of steel of four one-hundredths of 1 
percent of the $5,000 a year cost-of-living budget of an average fam- 
ily—I pointed out that itis 1 cent aday. I pointed out that it is equal 
to lcigarettea day. So much for that. 

Senator Krerauver. We will have some questions to ask you about 
that. 

Mr. Buioveu. I am sure you will, but I wanted to call attention at 
this point to your statement. Now, the second point I would like to 
make is in reference to farm machinery and the automobile industry. 
I would just like to include in the record at this point a couple of 
statistics about the effect of our price increase on the product which 
you mentioned. I have here a farm tractor which sells for $2,700, 
f. o. b. the factory. The increase in the cost of steel on July 1, 1957, 
was $5.20 in that farm tractor, $5.20 compared with a $2,700 tractor. 
That is two-tenths of 1 percent. 

Senator Kerauver. Mr. Blough, for your information, the amounts 
and figures given on page 3 of that statement are taken from trade 
journals as to what the industries referred to expect to happen. They 
are projections about what the increase would cost for different 
industries. 

Mr. Bioven. I doubt very much that the trade journals are project- 
ing the costs of steel in these products. Now maybe they are. They 
are probably projecting the cost of cost increases, which, of course, 
include wage increases and many other things. 

But let me go on here. 

Senator Dirksen. Tell us a little bit more about that tractor. 

Mr. Buiovuen. It isa farm tractor. It isa well known one. It is an 
average sized tractor. It sells f. o. b. the factory, $2,700. And the 
additional cost of steel on July 1 was $5.20. 

Here is an automatic toaster. It sells from—you can pick your 
figure—about $20. The cost of steel in that toaster is 2 cents. Rather, 
the increase is 2 cents. Here is an electric washing machine, a single 
tub wringer type which sells for $140, not 1 of the high-priced jobs, 
$140; and the cost, the additional cost of the increase in the price 
of steel on July 1, was 35 cents in that $140 washing machine. 

Now, you speak of automobiles. I have a 4-door sedan, 1957 model. 
f. o. b. the factory which sells for $2,630. The additional cost of 
steel is $11.58. 

We can come back to that if you want to. I want to mention one 
other thing about your statement before we leave it. You speak of 
concentration, and I believe that Senator Dirksen also mentioned some 
problem that he had found in the figures relating to concentration. 

Senator Keravuver. Wait just 1 minute, Mr. Blough. 

Mr. Blough and gentlemen, permission was requested for us to sit 
while the Senate is in session. Objection has been made to our sitting; 
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so regretfully we are going to have to discontinue our session at this 
time. I think you understand that while the Senate is in session we 
have to have permission to sit. Senator Knowland wants the Sena- 
tors present. It is possible that we might be able to work out an 
agreement to have a session this afternoon. 

I wonder if we could tentatively recess until 2:30, but in the mean- 
time we will find out and notify you gentlemen as quickly as ible. 

Mr. BiroucH. We would appreciate early notice, Senator Kefauver. 

Senator Keravver. Counsel will work that out. Whether we meet 


this afternoon or not, depending upon what our situation is on the 
floor of the Senate, we will continue our session at 9:30 sharp in the 
morning in this committee room, so we will stand in recess tentatively 
until 2:30. But if we do not meet this afternoon, we will meet 
tomorrow morning at 9: 30. 

(Whereupon, at 11: 30 a. m., a recess was taken as above noted.) 
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FRIDAY, AUGUST 9, 1957 


Untrep States SENATE, 
SuBCOMMITTEE ON ANTITRUST AND Monopro.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver presiding. 

Present : Senators Kefauver (chairman), O’Mahoney, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter Chumbris, counsel for minor- 
ity; Carlile Bolton-Smith, counsel to Senator Wiley; Philip Layton, 
attorney; George E. Clifford, attorney; George Arnold, administra- 
tive assistant to Senator Neely; Dr. Paul H. Banner, economist; Dr. 
E. Wayles Browne, Jr., economist ; and Ken Hechler, administrative 
aide to Senator Carroll. 

Senator Keravuver. The meeting will come to order. 

May I make reference to two very interesting letters published in 
the newspapers yesterday. Letters to the editor are informative and 
helpful. One is a very interesting letter in the New York Times on 
the editorial page in which Dr. Sumner H. Slichter comments 
about falling consumption and the responsibility for any decreasing 
business at the present time. Dr. Slichter is a professor of economics 
at Harvard University. 

Then a letter to the theeegs 3 2 Post by Alfred Baker Lewis, of 
New York, on the question of concentration and increased prices. 
These will be placed in the record. 

(The documents referred to may be found in the appendix on p. 898.) 

Senator Kerauver. Senator Dirksen ? 

Senator Dirksen. Mr. Chairman, yesterday Mr. Blough referred to 
an article in Fortune listing 500 corporations, setting forth invested 
capital stock. I think it would be very profitably inserted in the record 
and I at this point ask that it be inserted in the record. 

Senator Krerauver. Senator Dirksen asks that the whole article be 
inserted in the record. It has reference to the 500 largest industrial 
corporations. 

Senator Drrxsen. That’s right. 

Senator Kerauver. Without objection it will be inserted in the 
minutes of the record. 

(The material referred to will be found in the appendix on p. 900.) 
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STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F. SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIALS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C. JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP.—Resumed 


Mr. Biroven. Mr. Chairman, are we ready to go? 

Senator Kerauver. Yes, Mr. Blough. 

Mr. Buioueu. At the conclusion I Selisve we were interrupted when 
I was just discussing your opening statement. There are just 1 or 2 
things I would like your permission to add about that opening state- 
ment. I think there are a couple of things that I am sure you would 
like to have clarified. The first one is in order to get things in per- 
spective, your statement refers to the cost of steel in the automobile 
industry as 130 to 140 million dollars, that would be the effect. of 
the increase. I would just like to point out that I think that figure 
is high. I can’t give you the exact figure, but I would also like to 
add so we get some relative importance here that it should be recog- 
nized that the 5 percent increase in employment costs experienced 
by auto producers between May 1956 and 1957, probably cost the 
auto industry some $270 million, I would say probably close to 3 times 
as much as the increase in the price of steel. 

Now next there is reference to $215 million in additional costs 
to one of the larger appliance makers. I just can’t comprehend 
that reference. Let me point out to you that it must be a misprint 
or a misstatement. Otherwise it is incomprehensible. If it were true, 
it would represent 32.5 million tons of steel a year, and there isn’t any 
appliance manufacturer or anybody else that buys that much steel. 
I think that that certainly is something that should be corrected for 
the record. 

Senator Dmxsen. Let me ask at that point, I saw that in Senator 
Kefauver’s statement and I was curious about that myself. I won- 
dered what the source of that figure was. 

Mr. Buiouenu. I would say that the source is unknown to us and 
I can’t help you on it, but I am very sure that no appliance maker 
nor all the appliance makers put together nor all the automobile 
companies nor anybody else that I know of could possibly have in- 
curred $215 million in additional costs. I would just like to add one 
thing, Senator Dirksen. 

That if the committee staff or any of the trade journals that used 
that figure are aware of a customer who would be able to use that 
much steel, I would appreciate learning his name. 
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Senator Kerauver. Very well, Mr. Blough, you have talked about 
the statement on page 3: 


Trade newspapers and magazines are reporting that the steel increase will 
bring substantial cost increases for a wide variety of items. For example, such 
estimates forecast a $40 million increase in the petroleum industry, $130 
million to $140 million in the auto industry; $215 million in additional costs to 
one of the larger appliance makers— 


that should be “larger appliance makers”— 


5 to 8 percent more in farm machinery; 6 percent in metal window frames— 
even 4 percent in metal fasteners. 

These are taken from trade newspapers and magazines and we will 
put them in the record at the present time. 

Mr. Biouen. Again I suggest if you can find an appliance maker 
that uses that much 

Senator Kerrauver. That should be “to the larger appliance 
makers.” 

Mr. Broucn. I was talking about farm machinery. 

Senator Krrauver. The one appliance maker that we have in mind, 
according to Steel magazine of July 15, 1957, is Westinghouse which 
will have $215 million additional cost, according to Steel magazine 
July 15, 1957. 

Mr. Buiovuen. Senator, I am awfully sorry but that is impossible. 
That would mean that they would have to buy 32.5 million tons of 
steel a year. 

Senator Krrauver. Mr. Blough, let me make this clear. I don’t 
say that all of these are accurate or correct. I do say that these are 
the reports, the forecasts from the reputable financial journals, largely 
from the magazine Steel, as to what these people are saying the in- 
crease in the cost of steel is going to mean to them. Now, of course, 
you had it in your testimony on the basis of one cigarette a day for the 
average family or consumer. 

Mr. Buoveu. I think that is an accurate figure. 

Senator Krerauver. Mr. Blough, let me put the documentation into 
the record. 

Mr. Brovuen. All right. 

Senator Kerauver. You will notice that my statement was that 
trade newspapers and magazines are reporting that steel increases 
will bring substantial cost increases for a wide variety of items. 

Now we will put the documentation exactly in the record as it is 
contained there. 

(The material referred to may be found in the appendix on p. 1005.) 

Senator Kerauver. If you are having a quarrel, it is with the trade 
journals, Mr. Blough, not with me, because the figures there are accu- 
rately reported from the trade journals. 

Mr. Biovueu. Excuse me, Senator, I would think with as large a 
staff 

Senator Krerauver. We will go right down the list of all of them 
about which there is any question. Business Week, February 18, 1957, 
says that as a result of the January increase, it will cost the industry 
a total of $40 million. Broken down: $20.8 million for pipes, $16.8, 
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tubular. Wall Street Journal of July 1, 1957, says $10 increase for an 
automobile. 

Mr. Buroueu. That figure sounds reasonable. 

Senator Keravuver. $30 to $60 for a 1958 car, Steel magazine July 
15, 1957. $11.58 steel cost increase on a $3,000 car, Journal of Com- 
merce, June 28, 1957. $130 to $140 million added to industry’s cost 
in the automobile industry, article by Charles Lucey, Scripps-Howard. 

Wall Street Journal July 1, 1957: Appliances, 5 to percent in- 
creases. GE repair prices to increase 4.5 percent, transformer prod- 
ucts 4 percent, switchgear products 7 percent, and Westinghouse will 
ome $215 million additional costs, from Steel magazine, July 15, 
1957. 

Mr. Broven. I still say it is impossible and so will Westinghouse 
if you ask them. 

Beantor Keravver. Mr. Blough, I am only reporting what the trade 
journals have to say on that. 

Mr. Biovueu. Senator, our position is that we are trying to give you 
the facts. Now if you don’t want us to correct these errors, why, of 
course, we won’t try to do it. 

Senator Keravuver. Mr. Blough, we will give you plenty of time to 
correct any errors, but you questioned my statement on page 3, and I 
am giving you the documentation. Steel magazine is a reputable 
magazine; is it not? 

Mr. Bioveu. I beg your pardon. 

Senator Keravuver. The magazine Steel is a reputable magazine, 
is it not? 

Mr. Buioven. I think it certainly is. 

Senator Keravuver. This is from Steel magazine, July 15, 1957: 
7.5-percent price increase fora small company. Then a forecast for a 
$300 refrigerator of a steel cost increase of 66 cents. 

Mr. Buoven. 66 cents for a $300 refrigerator ? 

Senator Kerauver. Yes; that is from the Journal of Commerce, 
June 28,1957. These are various and sundry estimates. Here is farm 
machinery, 7 to 8 percent, “Catching up and partial anticipatory.” 

Mr. Biovucu. Senator, let’s just analyze that. 

Senator Keravver. Just a minute, Mr. Blough; let me put in the 
documentation. 

Mr. Buioven. I am trying to understand what is meant by “catching 
up and partly anticipatory.” Are we talking about the substantial cost 
increases that are related to the increase in the price of steel on July 1, 
or are we talking about something else? Your document indicates 
we are talking about substantial cost increases related to the price of 
steel, which is the 4-percent increase in the price of steel. It can’t 
possibly affect farm equipment that much, as I pointed out yesterday. 

Senator Keravver. Mr. Blough, I am trying to give a fair summary 
of what is in the reputable trade journals and magazines. All I said 
was this is what is being reported. We will start again. Farm ma- 
chinery 7 to 8 percent, “Catching up and partial anticipatory,” by 
Mercury in May on electric trucks, gas, tractors and trailers, Steel 
magazine, July 15, 1957, 5 percent more for gas tractors and trailers, 
Steel magazine July 15, 1957. Five-percent increase—this refers to 
farm machinery—Iron Age, July 11, 1957. 
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Mr. Bioueu. From that, for my information, Senator, are we talk- 
ing about an increase in the retail price of that farm equipment or are 
we talking about the additional cost of steel on July 1? 

Senator Keravuver. Mr. Blough, we are talking about how much 
these people say they are going to raise their prices by virtue of the 
price increase to them. 

Mr. Biovex. Then I am pointing out to you that there is a great 
disparity between what that report indicates and the actual additional 
cost of the price of steel. 

Senator FAUVER. Of course, what the consumer is interested 
in is what he pays for farm machinery, appliances, automobiles, and 
so forth, that is what the reputable trade journals reports when they 
say they are going to increase their prices by virtue of your steel 
increase. 

Fasteners: 4-percent increase reported in Steel magazine, July 15, 
1957. That is in my statement. ilroads: 7.5-percent increase for 
railroad items, Steel magazine, July 15,1957. Per $8,000 freight car, 
steel cost increase of $99.99, Journal of Commerce, June 28, 1957. 
Metal window frames, 6 percenti; steel joints, roof deck, 5 percent, 
Steel magazine, July 15,1957. Warehouses : $8-$9 increase, Iron Age, 
July 17, 1957. 

Here is the document listing these trade forecasts, which we will 
have made part of the record. 

(The document referred to follows: ) 
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Senator Keravuver. Is it your contention, Mr. Blough, that you are 
being made a whipping boy by these consuming industries? 

Mr. Bioven. Senator, my contention was that the purported factual 
data stated in your statement of yesterday is not factual. I was tryin 
to help you correct it. For example, you say that the increase, as 
interpret your statement, on July 1 from the cost of steel in metal 
window frame will increase the cost of that metal window frame 6 
percent. Well, it just cannot be. Now, the fact of the matter is it 
goes up 20 cents on an $18 to $20 retail frame, and that is 1 percent 
of the sales price of the window, and not 6 percent. If the window- 
frame manufacturer has other cost increases, labor or other things, 
or has a pricing problem, that is one thing. But I do not think you 
should attribute that to the increase in the price of steel. 

Senator Kerauver. Mr. Blough, your fuss is with the trade journal, 
Steel, issue of July 15, 1957, because my statement is exactly like the 
statement in that magazine. As I said in my statement, they are 
reporting that the steel increase will bring substantial cost increases 
for a wide variety of items. That does not say that is due to the direct 
increased cost of the steel itself, but that it is the increase that 1s going 
to result to the consumer. 

In that connection, Mr. Blough, you put great emphasis on the 
fact yesterday that the increase to the average family meant one 
cigarette a day. I believe you said in your statement that the average 
price of steel was 734 cents a pound. 

Mr. BioueH. May I finish my remarks about your opening state- 
ment, Senator ? 

Senator Keravver. If you will let me ask you one or two questions 
while we are on this matter, since you brought it up, then I will Jet 
you finish. 

Senator Dirksen. We will get around to that later, Mr. Blough, 
because I am very interested and I do not believe those figures either, 
as a matter of fact. 

Senator Keravuver. Senator Dirksen disagrees with some very repu- 
able forecasts in trade journals. 

Senator Dirxsen. These are like those census figures with 10 quali- 
fications on them which destroys any validity. 

Senator Kreravuver. I do not know of any more reliable publications 
than Steel and the Journal of Commerce, from which these figures 
are taken. 

But in any event, Mr. Blough 

Senator Dirxsen. Mr. Chairman, may I suggest we give these to 
Mr. Tyson. He may want to look them over and testify on them. 
Here they are, Mr. Tyson. 

Senator Kerauver. Suppose we mark them as exhibits and then 
give them to Mr. Tyson. 

Mr. Blough, you stated yesterday, on pages 5 through 7 of your 
statement that the average price of steel was 734 cents a pound. 

Mr. Bioven. As a matter of fact, Senator, that is a higher estimate 
than our actual price at the present time. It is a little less than that. 
It is a little less than 734. 

Senator Keravver. Let us find your statement, Mr. Blough. On 
page 9, you say 734 cents a pound of steel. Do you see it on page 9 
of the mimeographed copy ? 
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Mr. Biovex. I do not have the mimeographed copy, but I have the 
other copy here. 

Senator Kerauver. It says: 

Today steel is selling for about 73%, cents per pound. That is the average price 
that steel is getting for all the carbon and alloy that it ships. 

That is on page 5 of the printed copy. 

What was the amount of steel produced last year? Finished steel 
was in excess of 100 million tons; is that true, Mr. Blough? 

Mr. Bioven. That is another error. 

Senator Keravuver. How much is it? 

Mr. Buiovex. It is close to 84 million, but I will give you the exact 
figure in just a moment. 

Senator Keravver. At full capacity or near full capacity, it would 
be about 100 million tons? 

Mr. Buovexr. The total shipments were 83,251,000 in 1956. 

nee Keravuver. And your capacity would be about 100 million 
tons 

Mr. Bioven. Just a moment and I will give you that figure, too. 
You are talking about finished steel capacity ? 

Senator Keravver. Yes, sir, that is right. 

Mr. Buovex. I would say that the total practical capacity is be- 
tween 90 and 95 million, in that area. 

Senator Keravuver. Let us talk then about 84 million tons. How 
many pounds is that? About 170 billion pounds, is that not correct? 

Mr. Brovex. I beg your pardon. 

Senator Keravuver. That is about 170 billion pounds? 

Mr. Bioveu. I will have to check that one. I am willing to take 
your word for it. 

Senator Keravuver. Let us say 170 billion pounds. 

Mr. Biover. You said billion, did you not? 168 billion pounds, 
I believe, is the correct figure. 

Senator Keravver. All right, let us say 168 billion pounds. At 734 
cents a pound, that is somewhere in the neighborhood of $12 billion or 
$13 billion as the cost of steel per year, is it not? 

Mr. Buiovexr. It must be somewhere in that area. 

Senator Keravver. $12.5 billion or $13 billion ? 

Mr. Buovex. That is right. 

Senator Keravuver. Four percent of that would be something over 
$500 million, would it not? $12.5 billion to $13 billion is the amount 
of steel you produce? 

Mr. Buiouen. Yes, I would say somewhere in the area of $500 mil- 
lion, $500 million, not billion. 

Senator Kerauver. Yes; 4 percent of $12.5 billion is about $500 
million, is it not? That is not a negligible amount. You do not con- 
sider that negligible? 

Mr. Biovuex. It is 4 percent of the total sale of steel as I figure it. 
That is what it is, 4 percent. 

Senator Keravuver. You tried to leave the impression yesterday. 
Mr. Blough, and I am just trying to get the facts here, that that was 
inconsequential, tiny, negligible. Somebody has got to pay that $500 
million a year increase, isn’t that so? 

Mr. Buioueu. There is the continuous problem of continuous infla- 
tion in this country, and there are increases in costs all over, there is 
no question about it. 
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Senator Kerauver. My question is, Mr. Blough, whether you are 
passing that on to the consumers, and that the consumers are going 
to have to pay that $500 million. 

Mr. Buiovuex. Senator, last week when the Senate increased the 
wages of the postal workers—and I certainly would not want this 
statement taken out of context, I am not passing upon the merits or 
the demerits of the increase in the wages of postal workers. Prob- 
ably they should have an increase of 10 percent or 7 percent, or what- 
ever the amount was. But the figure that was mentioned publicly 
was $1 billion. 

Now, that also has to come out of the consumers all over this country. 
I think you can throw these large figures around, but it does not get 
you anywhere unless you relate those figures to something. 

Senator Kerauver. We are going to relate them, Mr. Blough. We 
will relate them in great detail as we go along. 

The question I asked you was, if you increase your price by 4 per- 
cent, 4 percent of $1214 to $13 billion is $500 million or a little more. 
You are passing that on to the consumer, are you not, and somebody is 
going to have to pay for it? 

That is my question. Is that true? 

Mr. Biovexu. I would like to say again 

Senator Krerauver. Mr. Blough, can you not tell me whether that 
is true or not, that you are passing it on to the consumer ? 

Mr. Buioueu. The implication is that it is an unjustifiable passing 
on to the consumer, and that is not correct. 

Senator Krerauver. Mr. Blough, I have not made an implication 
one way or the other. I was just simply asking you whether you are 
passing this $500 million on to the consumer. 

Mr. Buiovex. The further implication in your question is that this 
is going to cause a rise in the price of living, the cost of living, and it 
is going to be a great detriment to this country. I cannot accept that 
kind of an impression, because I do not believe it. 

Senator Kerauver. Mr. Blough, I am only trying to get the facts, 
and we will get along better if we can just ask questions and if you 
will answer the questions. 

Mr. Biouen. I will certainly try. 

Senator Kerauver. And it will be in the light of public opinion and 
in the light of these hearings that the public and the Members of 
Congress can judge the conclusions to be reached. 

The fact is that the steel industry sells $1214 billion to $13 billion 
worth of steel a year. You increased the price 4 percent, which is 
something over $500 million. And my question was: Are you passing 
tat on to the consumer? Is the consumer going to have to pay for 
it ? 

Mr. Biovueu. May I say, Senator, that the mathematics you have 
used are probably correct; and may I also add, in order to bring it 
into perspective, that it is three-tenths of 1 cent per pound of steel. 
That is what it amounts to, three-tenths of 1 cent. This is a large 





country: 

Senator Keravuver. If you priced it in terms of ounces, it would be 
even less than that. 

Mr. Biouex. We sell steel by the pound. 

Senator Keravuver. Steel is ordinarily priced and sold in terms of 
tons. 
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Mr. Buoveu. I think that is an incorrect impression on your part, 
Senator. It is ordinarily sold—it is priced in trade magazines and 
elsewhere by the pound. 

If you would like to examine Steel magazine or Iron Age, I think 
you can ascertain that for yourself. 

Seantor Keravver. Is that the same magazine I was quoting from 
a minute ago? 

Mr. Buiovex. I suppose so. 

Senator Keravuver. Very well. 

What we are trying to get is the amount that you are passing on 
to the consumer. Is that something over $500 million as a realli of 
this increase, Mr. Blough ? 

Mr. Buoven. As far as United States Steel is concerned, Sen- 
ator 

Senator Keravuver. I am talking about the steel industry. 

Mr. Brovueu. The steel industry, the total price increase, as I said, 
probably your mathematics are correct. Our figure is about 29.6 per- 
cent of that, 29.7. 

Senator Kerauver. Do you know what farm income was last year, 
Mr. Blough? 

Mr. Bioveu. No; I am sorry, I do not. 

Senator Kerauver. Gross farm income was $34 billion. 

Mr. Biover. $34 billion ? 

Senator Keravver. I believe that was about what it was for gross 
farm income. Net farm income was about $11 billion, just about what 
it was in steel. 

Mr. Bioven. I can say one thing, Senator, that it was not large 
enough on the farm in which I am interested. I agree with that. 

Senator Keravuver. Could any one farmer, any one little group of 
farmers, raise the overall farm price by increasing prices? 

Mr. Buiovuen. Senator, my experience in the farming business has 
been that it is a different kind of business. I cannot tell you what an 
overall group of farmers can do. I know that during certain periods 
farm prices have gone up much higher than steel. In other periods, 
they have gone down when steel has gone up, and it varies all over the 
lot. 

Senator Keravuver. Now, Mr. Blough, you said you had some other 
matters. 

Mr. Buioven. Yes. 

I would like very much, while we are on the subject—rather than 
go into detail and make a long point about it, I have here what I 
believe to be a verbatim record of the comments that President Eisen- 
hower, at his press conference on June 26, 1957, made, and also what 
he said about this matter of steel price rise on July 3, 1957, and I 
would just like to offer those for the record, because I am afraid the 
impression that the summarization of those press conferences may 
give as far as your statement is concerned—I am sure you would have 
no objection to those going into the record. 

Senator Kerauver. Those may be inserted in the record. 

(The documents referred to may be found in the appendix on 





p. 917.) 
Senator Krerauver. What do you object to in my statement about 
the summarization ? 











ADMINISTERED PRICES 227 


Mr. Brovueu. The impression is that the President gave—first of 
all, Senator, if I can find your statement—— 

Senator Krerauver. Page 1, Mr. Blough, the bottom of the page. 
Will you read it over and see what it is that you object to? 

Mr. Brovcn. I thought that in the context, in which you used the 
quotation, you left an impression which the entire reading of his quo- 
tation, of what he said, does not leave. 

I have not anything further to say about that unless you want me 
to start reading all the various phases of what the President said. 
There are many aspects of it. 

All I would like to have is the record complete with respect to 
the quotation. 

Senator Kreravuver. Very well. That will be made a part of the 
record. 

You do not question that the President publicly expressed the 
hope that industry and labor would hold back on wage and price 
increases! He said that many times. 

Mr. Buioven. I do not question what the President said. In fact, 
I am anxious to have in the record the complete statement of what 
the President said. 

The next subject that I would like to—— 

Senator Keravuver. Mr. Blough, please answer my question. You 
do not question that the President asked 

Mr. Bioven. No. 

Senator Kerauver. And that this came to your attention and to the 
attention of your officials—that he asked you and labor to hold back 
on wage and price increases ? 

Mr. Bioveu. Senator, if you want me to read what the President 
said, I will be glad to do it. 

Senator Keravuver. I was trying to summarize it, Mr. Blough. Was 
that called to your attention ? 

Mr. Bioven. It certainly was. 

Senator Kerauver. Did you take heed of it ? 

Mr. Bioven. We did, and I will explain that to you when we get 
on that subject. 

Senator Kerauver. There was some talk of a price increase of $10. 

Mr. Bioveu. You were quoted on television, I think, last Sunday, as 
indicating that we had taken heed of it. Maybe you were misquoted. 

Senator Keravuver. I think that you probably did take heed. 

Mr. Biover. Then we agree on that. 

Senator Keravver. Let us examine that a little further, Mr. Blough. 
Why did you not raise your price $10? There were such rumors. 

Mr. Biroucu. A moment ago, Senator, you permitted me to proceed 
with a further examination of your statement. Now I would like very 
much to do that. I.am trying to do this in an orderly fashion, and I 
will be very happy to go into the question which you are now asking 
at a later time. 

Senator Keravuver. While we are on the question of President Eisen- 
hower, you might complete it. 

Mr. Bioveu. It is going to take about an hour to tell you about that, 
and I would like, if I could—this is not going to take very long—to 








finish up the few comments that I have about your statement, if that 
is agreeable to you, and then we can go into these other matters. 
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Senator Keravver. Mr. Blough, just one question I asked you: It 
was rumored that you might raise your price $10 a ton, or $12, or some 
other price, and I said on the radio or television I thought you had 
taken some heed of President Eisenhower and his public statements. 

Why did you not raise your price $10 or some other figure ? 

Mr. Buiovex. I suppose that we will either have to do one thing 
or another. We will either have to explain the whole story about 
our price increase or we will have to go on with the further examina- 
tion of your statement. I will try to give you an adequate answer. 

Senator Keravver. I won’t go into details, but you could have raised 
it to $7 or $8 or $ 9or $10 or some other figure. 

Mr. Biovex. Last week there was an editorial in the—— 

Senator Kreravver. Mr. Blough, just answer that question and then 
we will pass on to whatever else you want to. 

Mr. Buioven. I was answering it, Senator, in my way. The edi- 
torial said that the Kefauver committee was laying a trap for us, 
and that was the trap that they were laying for us, that very question. 

Senator Keravuver. What editorial, Mr. Blough? 

Mr. Broven. It was an editorial in one of the New York news- 
papers. I'll be glad to furnish it for the record. 

enator Dirksen. I have it right here. I was going to put it in 
the record. 

Mr. Brovex. If you will furnish it for the record, we won’t have to. 

Senator Keravuver. Mr. Blough, I want to say to you and whoever 
wrote the article we are not laying a trap for anybody. 

Mr. Buioven. I am quite confident of that. 

Senator Kerauver. We certainly wouldn’t lay a trap for you be- 
cause you have had too much experience and you are too sharp for 
that. But I want, on behalf of the committee, to castigate as com- 
pletely untrue and false and unfounded the idea of laying a trap for 
anybody. We are conscientiously trying our best to get facts about 
a matter of tremendous importance, the matter of the cost of living, 
and $500 million plus that is going to be passed on to the consumer is 
a matter of great importance to the people of this country and to the 
industries of this country. Weare seriously trying to get at the facts. 
I haven’t seen the article you are talking about, but I think you ought 
to know better than that, Mr. Blough. 

Mr. Biovex. Senator, may I say that I have no faith whatsoever 
in the editorial and that I agree with you that you are not trying 
to lay a trap for me. I don’t think you would do that, and so we 
agree on another thing. 

Senator Keravver. I’m glad that you have no faith in the editorial 
and that you know that we are trying to get the facts. Then why did 
you bring the subject up ? 

Mr. Bioven. Senator, we are all trying to get the facts. May I 
just make a very brief statement? One of the biggest jobs we have 
in United States Steel is the job of trying to communicate with people. 

Now that may seem very odd to you, if I can just conclude this 
very brief statement. Our problem of communicating with our own 
people is a very difficult problem, and sometimes we make progress 
and sometimes we don’t. But my own judgment is that our success 
in communicating with the lawmakers of this country has been almost 
zero. 
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Now what we had hoped in this hearing was that we would be able 
to come down here and tell you the facts about the steel industry 
and tell you just what we did and why we did it in an orderly fash- 
ion, and in effect try to communicate with you in a way that you 
would understand what the total story was and what our problem is. 

Now the way this thing is going this morning I don’t think we are 
going to be able to do it. 

Senator O’Manoney. Mr. Chairman, may I ask a question ? 

Senator Kerauver. May I just make a comment about that. Mr. 
Blough, we listened to you fully yesterday, without interruption, as 
you presented your statement. The usual procedure after you have 
presented your statement is to ask you questions about it. Now, of 
course, if you have the idea that you were going to come down and 
just present what you want to—— 

Mr. Bioueu. We haven’t any such idea. 

Senator Krerauver. And not answer questions of the committee——- 

Mr. Biovexr. Oh, no. 

Senator Keravuver. If you think you are going to take over today, 
then you are mistaken. 

Mr. Bioueu. We want to answer all the questions. 

Senator Kerauver. We have tried to give you a chance to be heard 
fully yesterday, to read your statement, and we want to give you a 
chance to be heard fully, but we do want to ask some questions. 

My question, that you have not answered yet, was about raising 
of price. You raised the price $6 a ton and you could have raised 
it $8, 9, 7, or $10. Last year you raised it $8.50. 

Mr. Broven. In the light of all the factors it was our judgment 
that the price that we raised steel on July 1 was approximately the 
price at which it could have properly been raised at that time, and I 
want to make it clear that what I am now indicating to you will be 
fully explained in our future testimony. 

Senator Keravuver. You still didn’t answer my question. Suppose 
in your judgment you thought that $7 or $8 was the right price, 
could you have raised your price to $7 or $8 ? 

Mr. Broveu. I suppose that there are times when it is difficult 
— to communicate, and if you now had before you the information 
which is in Mr. Sentner’s statement, I doubt very much whether you 
would ask the question. 

You might ask that question, but you don’t have that information 
before you. 

Senator Kerauver. We will get it before us later on, but I am 
asking you a simple question. We have it here and I will read it 
over. If, in your judgment of the facts, you decided $7, $8, or $9-—— 

Mr. Buoveu. I think my answer to that is that I don’t know. 

Senator Kerauver. You don’t know whether you could have raised 
it $8 or $9. 

Mr. Broveu. I think that is the only proper answer to that ques- 
tion. 

Senator Kerauver. Suppose, in your judgment, you thought that 
$7.50 was the right price, do you have the power or could you have 
raised the price of steel of your company $7.50? 

Mr. Brovex. I will have to answer that the same way, that I am 
not sure that I can give you a categorical answer to that question. 
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Senator Kerauver. Why can’t you, Mr. Blough? 

Mr. Buoven. The reason that I can’t give you a categorical answer 
to your question is related to all of the Taetore that bear on the price 
increase. If you want us to take the time to explain those at this 
point, I’d be very glad to undertake that, and I would like to start 
with our statements and tell you just exactly what the total problem 
was. Now, if I can’t do that, then all I can say at this point is that 
I don’t believe that I could give you a categorical answer to that 
question. 

Senator Keravuver. Mr. Blough, in deciding how much you are go- 
ing to raise your price, do you consult with your competitors? Does 
their opinion play any part in your decision ¢ 

Mr. Biovex. The answer to that is “No.” 

Senator Kerauver. When you decided upon $6, there was no 
consultation, informally or otherwise ¢ 

Mr. Brovex. Senator, I believe you know as well as I do that that 
is illegal. 

Senator Keravver. I didn’t understand you. 

Mr. Buiovueu. I say I believe you know as well as I do that that is 
illegal. 

Senator Kreravuver. I know charges against steel have involved 

Mr. Brovuer. May I just say that I didn’t. 

Senator Keravuver. Then how did you know that they would go 
up the same amount that you did? 

Mr. Buioven. I don’t know that I have said that. 

Senator Keravuver. Did they go up the same amount you did? 

Mr. Brover. Some of them did and some of them didn’t. That 
is another thing that we will lay before you when we get a chance. 

Senator Krravuver. Name the ones that didn’t, Mr. Blough. We 
have that information, which I think might be put in the record at 
this point, that shows that with a few minor exceptions all of them 
went up the same amount. 

Mr. Buoven. I would say, Senator, that most of them did, and I 
can’t give you an answer as to whether all of them did except I do 
know of one instance that came to my attention where alloy cold-rolled 
strip did not go up as far as our price. I think there are some stain- 
less steel products that didn’t go up as much as our price. 

Senator Kerauver. We will put in the record the composite infor- 
mation that we have received as to the increases that have been put in 
by all those companies following yours. Here is a summary of some 
of the important ones. Concrete steel bars, 7 companies went up $7; 
plates, 8 companies $5—not all companies make the same products— 
hot-rolled bars, 9 went up $7. Hot-rolled strips, 7 went up $5; gal- 
vanized sheets, 7 went up $6. Cold-rolled sheet, 7 went up $6; cold- 
rolled strips, 5 went up $6; wire-rod strips, 6 went up $7; wire an- 
nealed, 6 went up $9; wire galvanized, 5 went up $9. 

(Material referred to may be found on p. 1338.) 

Senator Kreravuver. How did that happen, Mr. Blough? 

Mr. Bioven. Senator, you are now talking about whether or not 
all steel prices go up the same at all times. 

Senator Kerauver. No. I was talking about the major producers. 

Mr. Buioven. If you are asking me why major producers changed 
their price on July 1, the same amount as we changed our price, I 
would think you should direct that question to the major producers. 
T don’t know. 
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Senator Krerauver. You say you didn’t consult with them and you 
don’t know, but it is a fact that substantially they followed your 
prices. You don’t deny that, do you, Mr. Blough? 

Mr. Bioven. I would say that possibly one of the reasons that was 
going through their minds, although again I don’t know, was the fact 
that we have a substantially uniform labor contract in the steel indus- 
try, and I suspect that their cost increases were going up at some- 
what the same rate that ours were going up. 

That may have been a motivating factor with them. And as to 
whether the prices in the steel industry are the same, I would like 
to say that in some instances they are the same and in many instances 
they are different. 

Senator Keravuver. But anyway, Mr. Blough, it is well known, isn’t 
it, and generally accepted, that while there are some differentials, the 
other prices went up substantially about the same as yours. Is that 
not characteristic and typical ? 

I am not saying there is any agreement, any understanding, any 
conversation. You fixed your price and generally the other companies 
went up about the same amount. 

Mr. Cueva. Well, now, Senator, if I am going to have an oppor- 
tunity to answer that question, I would like to have the opportunity. 

Now let me just answer it in my own way if I may. The statement 
has been made that United States Steel always raises the price and 
others follow. Now let me give you instances of where that did not 
happen. 

I am going back to 1955. On the 7th of July 1955, the price on pig 
iron was raised by the Hanna furnaces. July 5 Republic raised the 
price on stainless steel. These are all instances where the price was 
raised before United States Steel raised its prices. I want to make 
that clear. On the 9th of January 1956, Republic raised their cold- 
finished carbon bar prices. Our price increase came on the 14th, not 
on the 9th. 

Senator Krerauver. What were those dates? I didn’t understand. 
Republic did what? 

Mr. Bioveu. Republic raised their price on January 9, 1956, and 
our price went up on the 14th. 

Senator Keravuver. January 1956? 

Mr. Bioven. January 1956. 

Senator Keravver. Did it go up the same amount? 

Mr. Brovex. I would have to check that. I am giving you in- 
stances where others moved ahead of United States Steel. I am try- 
ing to correct an impression that you have in your mind. 

Senator Kerauver. Why did you follow them, Mr. Blough? 

Mr. Bioveu. May I give you a number of the instances where this 
has happened so that you will have them for your record and under- 
stand that it occurs. On March 6 and 5 there were a number of price 
changes. There were a number of miscellaneous price changes in 
nails, brads, fence, automatic bailing wire and wire tacks and our 
price rose after that occurred. Bliss and Laughlin raised the price 
of cold-finished carbon bars on the 21st of May 1956, and our price 
change came in June, and the same way with cold-finished alloy 


On June 1, 1956, Sharon raised the price of alloy strip. Our price 
change came later. Babcock & Wilcox raised the price, I think it is 
August 8, 1956, on alloy mechanical and bearing tubing, and our price 
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change came later. Sheets, Armco raised the price on sheets De- 
cember 13, 1956, that is carbon and high strength sheets, and our 
price change came later. 

Senator AUVER. What date did yours come, Mr. Blough? 

Mr. Bioven. On the 19th. 

Senator Keravuver. Mr. Blough, would you put in the record the 
name of the company and the other companies that raised their prices 
first, the date that you raised yours and what prices you raised to? 

Mr. Broveu. I don’t have that here. 

Senator Keravver. I say, would furnish that? 

Mr. Buiovex. I'd be glad to do that, but I have some additional in- 
formation here at this point. 

Senator Kerauver. Go ahead, but give the date that you raised 

ours. 
. Mr. Buovuen. I'll be glad to do that. 

Senator O’Manoney. Mr. Chairman, may I ask a question? 

Senator Keravver. Senator O’Mahoney ? 

Senator O’Manoney. I rather think, Mr. Blough, from what you 
have said in my hearing—unfortunately I have not been here as much 
as I would like to be—you may be laboring under the belief that 
United States Steel is a defendant before this committee. 

I know it is not the way that I look at this. 

Mr. Buiovau. I appreciate that, Senator. 

Senator O’Manoney. I think that United States Steel, like the rest 
of us, may be a defendant against the lack of an anti-inflationary 
program in the country. The Congress has no anti-inflationary pro- 
gram, and neither has the Executive, except the so-called tight-money 

olicy. 

: This morning it was announced that the Federal Reserve Board 
raised its discount rates at 4 Federal Reserve banks yesterday from 
3 to 314 percent. The Federal Reserve Board Bulletin for June 1956, 
on page 602, has a table showing the Federal Reserve Bank of New 
York discounted rate, the historical background, beginning on April 
25, 1946. On that date the rate was 1 percent. In January 1948 it 
was 1144. On August 13, 1948, it was 114%4. On August 21, 1950, it 
was 134. On January 16, 1953, it was 2 percent. On February 15, 
1954, it was 134. April 16, 1954, it was 1144. April 15, 1955, 134. 
August 5, 2 percent. September 9, 214. November 18, 21%. April 
13, 1956, 234 percent. 

Of course, this bulletin is for June 1956, and the later raises at 
New York are not printed here. But what has happened yesterday 
indicates that that discount rate is rising. 

The Federal Reserve Board in increasing the discount rate is 
prompted by the desire to curb borrowing. There have been many 
reports that in many industries prices of the commodities have been 
raised because the organizations producing such commodities have 
found it easier by increased prices to the public to obtain the money 
that they needed for plant expansion. 

As a matter of fact, in this bulletin for last June the Federal Re- 
serve Board has this to say: 


All major industrial groups are planning substantial plant expansion pro- 
grams this year, as is shown in the chart in the preceding page. Among the 
largest increases in expected outlays are those in industries where customer 
demands have been pressing on capacity. Planned increases are even greater 
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in primary metals, paper, chemicals, and other industries. According to a 
Department of Commerce survey, producers of iron and steel have scheduled 
capital expenditures of more than $1.3 billion this year. These outlays, repre- 
senting the first phase of a 3-year program to add 10 percent to capacity, will 
be half again as large as the amount spent for new plant and equipment by 
the steel industry in 1955. 

Railroads have announced large spending programs for new equipment, par- 
ticularly freight cars. Manufacturers of railroad equipment, in turn, are plan- 
ning substantial increases in their outlays for additional producing facilities. 

In the oil industry I get complaints from producers of oil that the 
cost of production of oil within the continental boundaries is being 
increased by the increasing cost of the materials they use. If I heard 
you correctly yesterday, you explained your increase in the price of 
steel—by yourself, I mean the increase by United States Steel—was 
compelled by increasing costs to you. 

Now, what are we going to do about inflation? This is inflation, 
is it not? Has United States Steel any suggestion to Congress? 
This is your opportunity to communicate with Congress now. Have 
you any suggestions as to what we are going to do about curbing 
inflation? Do you want to tell this committee that you raised the 
price of steel because you wanted to raise the price of steel or because 
you were compelled to do it by inflationary price rises in the things 
that you need ? 

Mr. Biovuenu. Senator O’Mahoney, I thought at one point in your 
question you were going to touch on the financing in the steel industry, 
and we have an exhibit at the proper time in which I think you would 
be very much interested. 

Senator O’Manoney. I did not touch on that. Please refer to my 
question. 

Mr. Biovucu. Yes; as to what our solution is for the whole inflation- 
ary problem, we are one industrial unit 

Senator O’Manoney. Well, sir, are we not all caught in the bind? 
Consumer prices are increasing. The cost of living is increasing. 
Wages are increasing, as well as the price of steel. 

But since United States Steel is the largest producer of steel, when 
United States Steel raises its price, that necessarily goes all through 
the line. Your testimony yesterday showed that even the price of 
electric toasters was increased by 2 cents because you jumped the 
price of steel $5 or $6 a ton. That was your testimony. Let us do 
something about inflation. Let us have a word from management 
as to what ought to be done. 

Mr. Bioven. I can give you my personal view for what it is worth 





to you. 

ae O’Manoney. It is worth a great deal, Mr. Blough. You 
must know that a man who has worked his way up in the steel industry 
to become the principal manager of the greatest producer of steel in 
the world certainly has opinions that are worthwhile with respect to 
what Congress and the executive department should do about stop- 
ping inflation. 

Mr. Buiouen. Senator, I hesitate to ever advise Congress what it 
should do or the executive. 

Senator O’Manoney. You had better begin, because you might get 
what you do not like if you do not. 

Mr. Briouen. Well, I guess there is some truth in that, too. Sen- 
ator, we prepared a statement which outlines what we felt—— 








234 ADMINISTERED PRICES 





Senator O’Mauoney. Now, Mr. Blough 

Mr. Biovex. We felt we we could do. 

Senator O’Manonery. Mr. Blough, let me ask you to take this 
question of mine under advisement and prepare your answer to it in 
your own time. 

Mr. Buoven. All right. 

Senator O’Manoney. Without an audience present and without 
the harassment of members of the committee looking down your 
throat. Let us have your best advice. What shall we do about infla- 
tion ? 

Mr. Buiouen. I will be very glad to do that, Senator. Thank you. 

Senator O’Manoney. Thank you very much. 

Senator Krerauver. Mr. Blough, on the matter of so-called price 
leadership, you have given some instances where other companies 
raised their prices first, and you will give us the rates of their raise 
and yours, if you followed the lead. 

Mr. Buiovaeu. I will be very glad to do that. 

Senator Kerauver. And the amounts of the raises and also whether 
they were tied up with a strike at that time or whether you were in a 
strike at that time. Can you do that? 

Mr. Bioven. Oh, yes, of course, we can do that. 

Senator Keravuver. I do think while we are on this subject matter, 
these insertions should go in the record. 

First, there is an exchange between Senator Burton K. Wheeler, 
the chairman of the Senate Interstate Commerce Committee, and Wil- 
liam A. Irvin, president of United States Steel Corp., April 3, 1936, 
in hearings before the Senate Interstate Commerce Committee. 

Mr. Irvin said: 

I would say we generally make the prices. 

The CHAIRMAN. You generally make the prices? 

Mr. Irvin. Yes, sir. We generally make the prices, unless some of the other 
members of the industry think that that price may be too high, and they make 
the price. 

The CHAIRMAN. You lead off, then, with a price charged either up or down, 
at Gary; is that correct? 

Mr. Irvin. Yes. 

The second exchange is between Mr. Eugene C. Grace, president of 
Bethlehem Steel, and A. H. Feller, Special Assistant to the Attorney 
General, in the hearings before the TNEC, of which Senator 
O’Mahoney was, of course, the distinguished chairman. 

Mr. Fe.trer. Mr. Grace, do you recall any occasions on which your company 
took the initiative in announcing a lower price on any steel commodity? 

Mr. Grace. I can’t recall whether we have or whether we haven’t. I know 
generally we haven't. 

Mr. Fever. Then I take it—— 

Mr. GRACE (interposing). I know—I am telling you what the general practice 
is from our company standpoint. Whether we have ever initiated any I just 
couldn’t say, but in the main we would normally await the schedules as pub- 
lished by the steel corporation. 


I guess that: is referring to United States Steel. 


Mr. HENDERSON. That went back as far as you can remember the policy of 
the Bethlehem? 
Mr. GRAcE. Yes. 


Then further in colloquy: 
Mr. Grace. That is right. It was very encouraging to find them doing that. 
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Let us go back. 


Mr. Fetter. Yes; you remember there were two price increases in 1936, and 
when the steel corporation published a new price list in the early part of 1936, 
and another one in the latter part of 1936, your policy was to also announce 
prices as high as those which had been announced. 

Mr. Grace. That is right. It was very encouraging to find them doing that. 

Mr. Fe.ier. Then you follow them up and you follow them down? 

Mr. Grace. I would follow them up in that instance. 

Mr. FELLER. Do you remember any instance where you didn’t follow them up? 

Mr. Grace. No; and I certainly remember no instances when we didn’t follow 
them down. 

Mr. HENDERSON. Does that apply also to the extra list? 

Mr. Grace. Yes; to the extra list as presented, I think quite ably, by Mr. Fair- 
less. You can go to any extent that you want. 

Then the third is an exchange between Senator O’Mahoney, as 
chairman of the Joint Committee on the Economic Report, and Mr. 
Homer, the president of the Bethlehem Steel Co., on March 2, 1948. 

Then the fourth one is an exchange between Senator O’Mahoney 
and Mr. Homer, the president of Bethlehem Steel, on January 24, 
1950. 

These will be made a part of the record. I did not know if Sena- 
tor O’Mahoney, since we have been using his name, would want to 
comment on that. 

(The full text of the extracts referred to may be found in the ap- 
pendix on p. 918.) 

Senator Dirksen. Mr. Chairman, before my time is up 

Senator Kerauver. Let me announce that at 11 o’clock we are going 
to recess. We are going on borrowed time right now. 

I would like very muce ch to hold a hearing at 9:30 in the morning. 
You gentlemen have a meeting on Tuesday and cannot be here, and 
we have one on Wednesday and cannot be here. 

When we recess today, we will reconvene at 9:30 in the morning, 
and we will have a meeting also on Monday. 

All right, Senator Dirksen. 

Senator Dmnkeen. Mr. Chairman, first of all, I would like to insert 
in the record an article by Henry Hazlitt in this week’s Newsweck, of 
August 12. The caption is “ ‘Administered’ Inflation.” 

Senator Krrauver. That will be made a part of the record. 

(The article referred to may be found in the appendix on p. 920.) 

Senator Dirksen. Mr. Chairman, Mr. Blough referred to an edi- 
torial in the Journal of Commerce, and I have to ask you whether 
you would like to see how it has referred to your own Yale classmate. 

Senator Krravver. I hate very much to admit this, but I got there 
little before Mr. Blough. 

Senator Dirxsen. This is referred to as “Senator Kefauver’s trap.” 

If he has no objection, I have no objection to putting it in the record. 

Senator Keravver. Mr. Blough brought it wp, so let us put it in the 
record. 

(The article referred to may be found in the appendix on p. 921.) 

Senator Dirksen. Now, Mr. Blough, I trust when you come back 
you will bring your slide rules along, because we are getting tons and 
pounds of steel, but, you see, we had it all figured out that this price 
increase for the whole countr y would amount to $500 million a year. 

Now, to me that is rather interesting, because in the chairman’s 
statement, as gathered from these trade papers, it was going to in- 
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crease prices in the petroleum industry and in the oil industry by 
$130 million to $140 million, and the larger appliance makers by $215 
million. So, you see, we are up to $600 million. Just for a few 
industries, there is a $600 million increase. But my genial friends 
on the other side figured out that it amounted to only $500 million. 

Of course, that does not include all the other industries in the coun- 
try, the contractors, bridge builders, machinery manufacturers. So 
evidently there has been no raise in prices since the whole business, 
according to these trade papers, was absorbed by just a few of these 
industries. 

Have you any comment to make on that ? 

Mr. Bioven. I think the comment you have made is self-explana- 
tory. All I was trying to do, Senator, was to clarify the record here 
and bring out the fact that the statements of amounts in Senator 
Kefauver’s statement are not practical, from our point of view. They 
are not realistic. I had better put it that way. 

Senator Kurauver. Since my name has been brought into this, let 
me make it clear that what I was referring to was the amounts by 
which these various fields—farm machinery, consumer goods, automo- 
biles—were going to increase their prices to the consumer. 

I did not, of course, infer or imply that the total amount of their 
increase was the total amount of your steel increase. We all know, 
of course, I take it, that when one item in a product is increased, the 
other items somehow or another seem to follow along to some ex- 
tent. 

Aluminum, for instance, went up the other day. They increased 
their prices. 

Mr. Buover. I want to point out, in connection with aluminum, 
that they had a cost increase. I do not know why they went up 
about 4 percent also, but they did change their price 4 percent. 

And I also must point out to you, as we will try to do in some 
detail later, that our costs continue to go up. I do not know whether 
you realize it or not, but just yesterday there was an announcement 
by a Government agency of a 7-percent increase in freight rates. 

Now, Senator Kefauver, that 7-percent increase in freight rates— 
what I was going to say is that our costs also go up just as other costs 
goup. Iam talking in addition to our employment costs. 

Yesterday, that freight rate increase of 7 percent is going to cost 
us between 65 and 70 cents a ton of steel. Now, that is just as cer- 
tain as anything can be. That is based on approximately 24 million 
tons of steel, and that is 65 to 70 cents for us. 

So that is another evidence of the fact that there is no magic to 
this cycle as far as steel is concerned, and I tried to make that clear, 
and we will bring that out later. 

T am sure the Aluminum Corp., any increase had nothing whatso- 
ever to do, was not impelled in any way by our change on July 1 in 
the price of steel. 

Senator Kreravuver. Again, since you mentioned my name, I, of 
course, understand that the freight rate increase increases your cost, 
just like the decrease in the price of scrap has reduced your cost. 

Mr. Biover. Senator, it just happens in the last 3 months the price 
of scrap has gone up. I think I have that figure here somewhere, 


and 





Senator Keravuver. It was lowered 6 months ago, I think. 
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Mr. Buoven. Well, I am talking about the last 3 months. In the 
last 3 months, the price of scrap has gone up. I cannot give you the 
exact figure, but it is a sizable amount per ton. . 

Senator Dirxsen. Mr. Blough, I'am just interested in authentic 
figures so there is no misimpression created. 

You mentioned yesterday on a tractor the increased steel cost would 
be a little over $5, as I recall. 

Here is an item in the summary to which Senator Kefauver referred, 
on farm machines, that there would be a 5-percent increase on gas 
tractors and trailers. That was dated the 15th of July 1957, and it 
may have come from Iron Age. 

I would just make this suggestion at this point in the record: Why 
do you not take such items as pipe in the petroleum industry, tubes, 
automobiles, appliances, farm machines, homme-2 do not know 
what those fasteners are, whether they are zippers or what. I do not 
know how they got in here. I cannot imagine what the steel tonnage 
is which is involved. 

Senator Keravuver. An important increase in the cost of living. 

Senator Dirksen. Radios, metal window frames. Why do you not 
get the other 200 or 300 items and just express it to show what the in- 
crease of $6 a ton for steel will amount to as a contribution to the cost 
of the steel that the fabricator of a product has to buy ? 

Mr. Biovenu. All right; we will try to do that. 

Senator Dirksen. Because then we will just refer to the table and 
that will tell the whole story. 

There has been reference to percentages creating misimpressions as 
to how many hundreds of dollars somebody is going to increase. This 
committee is going nowhere unless it deals with the facts. 

I am going to have to go over and take the chair at another hearing, 
but I just want to suggest to Chairman Kefauver that I hope he can 
get around to Mr. Tyson, because he is going to make a statement on 
the cost facts of United States Steel. I presume that will answer a 
good many questions. We will get ati to that question of Senator 
O’Mahoney’s and that will put it in a little more orderly frame, I 
think. 

Senator Keravuver. I think we have been getting information that 
is worthwhile. ‘The bell has rung again, so we will, unfortunately, 
have to recess. We will meet back here at 9:30 in the morning. I 
do want to say that I am sorry the situation in the Senate is such that 
we cannot go on through. We appreciate your presence. We stand 
in recess until 9: 30. 

(Whereupon, at 10: 55 a. m., the subcommittee recessed, to reconvene 
at 9:30 a. m., Saturday, August 10, 1957.) 
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SATURDAY, AUGUST 10, 1957. 


+ 
Untrep StTates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:35 a. m., in the 
caucus room, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter Chumbris, counsel for minor- 
ity; Carlile Bolton-Smith, counsel to Senator Wiley; Philip Layton, 
attorney: George E. Clifford, attorney; Dr. Paul H. Banner, econo- 
mist; Dr. E. Wayles Browne, Jr., economist; and Ken Hechler, ad- 
ministrative aide to Senator Carroll. 

Senator Kerauver. The committee will come to order. 

For the purpose of correcting the record, I would like to clear up 
a typographical error which crept into my opening statement on 
Thursday and to which Mr. Blough referred yesterday. In my state- 
ment on page 3, I referred to an article in Steel magazine on July 15, 
1957, page 54. I stated that, according to the article, Westinghouse 
Corp. had estimated that the steel increase would add about $215 
million to its cost. In reading the statement, I thought that looked 
awfully high, and I suggested it might refer to the entire appliance 
industry. Unfortunately, the decimal point was typed as the figure 
“1,” and the correct figure is $2.5 million instead of 215. I’m sorry 
this has happened. TI looked over all the other figures that were in the 
statement, and also in the summary, and this is the only typographi- 
cal error that I found. 

Senator Dimxsen. That is only 99 percent wrong, isn’t it? 

Senator Keravver. It is about 9914 percent. But the subcom- 
mittee’s staff in the last few days has had to work with and copy 
literally thousands of figures, and, under such circumstances, some 
typographical errors are almost inevitable. 

Mr. Blough, I spoke to you about some figures that I wanted to pre- 
sent which you may want to take with you and look at before you re- 
spond to them. But during the last 2 days, in the discussion on the 
importance of this price rise, you have put into the record figures indi- 
cating a relatively low cost derived by multiplying the number of 
pounds of steel in say, an automobile, by the number of automobiles 
produced. and you have done that for other items, also. The higher 
figures which I have cited and which were taken from trade journals 
and magazines represent what, in their opinion, the increase in the 
price of steel will end up in costing the buyer. 
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One reason for the difference is, possibly, that you have stopped short 
with the consuming industry whereas ae, on the basis of past ex- 
perience, have forecast how much the consuming industry will in- 
crease its price as a result of the increase in the price of steel. 

It is the latter, of course, which hits the consumer. But today let 
us approach the matter from your basis and leave out of consideration 
anything that the consuming industry might do. 

We can present some fairly firm figures which, I believe, you will 
accept on the probable cost of this recent price increase in steel to the 
steel-consuming industries and other direct buyers of steel. These 
figures, in short, show how much money the steel industry is going to 
get out of this price increase. 

The total for carbon steel alone comes to $460 million. Since it con- 
tains a number of sources, the true figure is somewhat higher, in the 
neighborhood of $500 million which figure we agreed on yesterday. 
The principal source of understanding is that the estimate is limited 
only to daaion steel and excludes alloy and stainless, both of which 
were also subject to the recent price increases. We have also broken 
this total down by consuming industries. We have done this by multi- 
plying the amount of the price increase as reported by you for each 
steel product by the quantity of steel consumed in 1956 by each con- 
suming industry, as shown in the steel industry’s own report, form 
16-C of the American Iron and Steel Institute. 

Thus, if the steel industry follows your price increases, as it seems 
to be doing, and if the quantities of carbon steel consumed in the next 
12 months follow the pattern of 1956, the increased costs for some of 
the major steel consuming industries would be as follows: 


[In terms of millions of dollars] 


GNIS) 2 snd i clhcchoadian ch abestattidbisdwatdbasan 73. 8 
me pepmapenentieen ia. o4) ot oc iesos ie ll 23. 4 
I il bl nent henna tape mes 18. 6 
I a clnsdivenbmamenpentngtinemneoenios 17.8 
mecoInery Gla Paauerial Seurpeene.... oe Sk. 2t. 7 
Hlectrical machinery and equipment__.__....__.______-__--_______.__-- 12.0 
MADER ROOS OG ROI asi ndcts cee dgridticitikewetldanditlnbeus ke pinden see 12.3 
I at creer eenpneidnenen 5.0 
Neen el anita dries nmnsaetiapmpectanidiearebtenel 3.0 
peueene” MUNUUNWL Adel be eh a eas 6.1 
Wanshounes mune: Giatrip ahora. ha as Si i eh ce 115.3 


(The table referred to may be found in the appendix on p. 1012.) 
Senator Kerauver. Can you comment on them now? 
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STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F. SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIALS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C. JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP.—Resumed 


Mr. Biouau. Senator, I would like to have the privilege of com- 
menting on them after we have had a chance to look at them, but may 
I just make one comment at this point 4 

Senator Kerauver. Yes. 

Mr. Buiovuen. The thought that you expressed that the $500 million 
is what the steel industry will get out of the price increase I would 
like to just correct a little bit. The statement was made that it will 
come from the consumers. May I, in two sentences, try to explain 
what I mean. 

If we take in a dollar from one of the consumers of steel and we 
pay that dollar to one of our employees who in turn is a consumer, 
certainly the steel industry does not retain that dollar. It moves in, 
it moves out. Now if we take in another dollar from another con- 
sumer and spend it for, shall I say, some refractory bricks of some 
sort, then that dollar in turn moves in and moves out. The point I 
am trying to make is that the idea that we will retain $500 million out 
of this price increase is just as erroneous as it possibly can be, and if 
there is any residual left, which I doubt, understand our position is 
that during the next 12 months our total cost increase including our 
additional employment cost increases plus our additional purchased 
goods and services will more than overcome, more than offset the 
money that you are talking about. Of course, I should preface that 
by saying that I am only talking about the proportion of it that United 
States Steel is involved in and not the entire industry. 

Just to conclude that phase of it, the dollars do not reside with 
United States Steel. We try to keep a portion which we call our 
profit. All the rest of the dollars move in and move out and move 
to the United States Government in the form of taxes, and they move 
to our employees in the form of wages. They move to our suppliers, 
and so forth. 

I hope that to a degree, at least, that will clarify the idea that the 
steel industry or United States Steel is receiving some kind of a 
bonanza out of this price increase. 

Senator Kerauver. Mr. Blough, of course, we all know that you do 
not keep all of every dollar that comes as a result of this increase; that 
you have had a wage increase, you have taxes, and you have other 
things to pay out. 
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We were talking about how much somebody would have to pay 
additionally for the steel that was going to be purchased. I think 
we arrived at a figure of about $500 million. 

We are glad to have your further statement about it. I will fur- 
nish you a copy of what I have just read, Mr. Blough, but I have 
here the more detailed breakdown in each industry of the amount of 
steel used in 1956, multiplied by the increase that has been put into 
effect for carbon steel, and so I am going to give you a copy of this. 

On Monday, will you indicate if you have any exception to it? 

Mr. Buoveu. I am sure that, if it was prepared by Dr. Blair, it is 
undoubtedly in good form. 

Senator Kerauver. We appreciate the compliment. 

Mr. Broven. We will try to accept it. 

Senator Kerauver. Dr. Blair has worked very hard and carefully, 
as have other members of the staff. Do you think, generally, that 
it sounds like 

Mr. Brovcn. I would like to see it before I comment on the figures. 

Senator Kerauver. You have been suggesting, Mr. Blough, that 
you would like to have Mr. Robert C. Tyson, the chairman of the 
finance committee, read a statement. 

Mr. Broven. Yes; I would like very much to begin the morning 
that way, if we could. 

Senator Kerauver. Mr. Tyson, you are the chairman of the finance 
committee of the United States Steel Corp. ? 

Mr. Tyson. That is correct, Senator. 

Senator Kerauver. How long have you occupied that position ? 

Mr. Tyson. A year and a half. 

Senator Keravuver. What was your previous position ? 

Mr. Tyson. I was vice chairman of the finance committee for some 
2 years, and, prior to that time, I was comptroller and vice president 
of the corporation. 

Mr. Chairman, I would like, just as a matter of introduction, to 
say that this statement as prepared is a condensation and summary 
of one that is perhaps many times longer than this; so it is somewhat 
difficult to resummarize a summary. I will do it, however, as ex- 
peditiously as I can. 

(Discussion off the record.) 

Mr. Tyson. One of the important factors which must have con- 
sideration in determining the prices United States Steel seeks to ob- 
tain for the products it sells is the cost of operating the business. In 
the last two decades certain unique and alarming cost trends have 
developed, full understanding of which is quite necessary, I believe, if 
the inflation problem with which the Nation is confronted is to be 
solved. These cost trends are by no means peculiar to United States 
Steel or the steel industry. Virtually all American industries are 
confronted with them. They are, however, well illustrated by the 
financial facts of United States Steel, which facts I would like to take 
a few minutes to display to this subcommittee. 

United States Steel has only one continuing source of revenue out of 
which it must pay all its bills. It is receipts from products and 
services sold to customers. The biggest cost we incur, as may be 
noted in exhibits I and IT, in providing goods and services to cus- 
tomers, is our employment cost—what we have to pay to or for our 
employees. In 1956, this one cost alone was 39.7 percent of our sales. 
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Senator Krrauver. Mr. Tyson, may I interrupt you there for 
clarification. Is the 39.7-percent employee cost the cost of the labor, 
or does that include employees in the office and management / 

Mr. Tyson. Those are the total employment costs paid to all em- 
ployees. They include wages and salaries, pension costs, insurance 
costs, all of the things that are paid to or for the account of employees 
which are frequently attributable to their employment. 

Senator Kerauver. You mean that refers also to Mr. Blough and 
you? 

Mr. Tyson. That is correct, sir. 

Senator Kerauver. Do you have a breakdown of so-called manage- 
ment employees as distinguished from production workers? 

Mr. Tyson. I do not have a breakdown, Mr. Chairman, of that 
figure, but it seems to me that the fact that Mr. Blough and all of | 
the other management people have to be paid is just as much a cost 
of producing the product we sell as is the production worker in tbe 
mill. 

Senator Kerauver. That is true, but later on there undoubtedly 
will be some discussion as to the part that the production workers’ 
increase is represented by the United Steelworkers, the part of the 
39.7 percent that they constitute. I thought, if you had a breakdown 
of the amount of this 39.7 percent that went for management officials 
and employees as disinguished from production employees, it might 
be useful. If you do not have it, I wonder if you could furnish us 
your best estimate of that by Monday, Mr. Tyson. 

Mr. Tyson. Mr. Chairman, I will be very glad to get into that after 
I get through the statement. I might just say at this point that the 
relative proportion of that amount—relatively, that amount is not a 
major item. 

Senator Keravver. I thought that was one of the questions that our 
staff asked you to reply to. 

Mr. Tyson. Yes. After I get through with the statement, I will be 
glad to go through the buildup of these figures, at least in a general 
way. But I am sure you understand that we are not only dealing with 
the steelworkers union; we have many unions, many employees, and 
each of those employees, regardless of the category into which he 
falls, is an element of the cost of producing our product. 

Senator Kerauver. Yes. 

Mr. Tyson. And, very honestly, we see no reason why we should 
exclude this man or that man because he is or is not a member of a 
union in determining our costs. 

Senator Kerauver. But so that we can understand, that is all em- 
ployment plus retirement and plus any other benefits of that type? 

Mr. Tyson. That is correct, sir. 

Senator Kerauver. All right, sir. 

Mr. Tyson. The next biggest cost was the cost of products and 
services we have to buy from other people. It amounted to 35.2 per- 
cent of sales. The next biggest cost was taxes, amounting to a little 
over 10 percent of sales. Next in size was wear and exhaustion—often 
called depreciation. Depreciation in a given year represents the allo- 
cation to that year of its share of the cost of facilities previously paid 
for out of savings. The cost was 6.6 percent of sales, but it was un- 
realistically low, as I will explain in a moment. Beyond these costs, 
interest and dividends, representing compensation for savings loaned 
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and savings invested, totaled 4.2 percent of sales. Out of our busi- 
ness last year, Government got in taxes about 214 times what the bond- 
holders and stockholders got; employees got nearly 10 times what 
bondholders and stockholders got. 

Senator Kerauver. Excuse one other interruption. When you re- 
fer to “government,” are you referring to all government? 

My Tyson. All government; yes, sir. 

Senator Keravver. All right, sir. 

Mr. Tyson. The remaining item on our statement of income is 
called reinvested income and amounted to 4.2 percent of sales—the 
same as interest and dividends. This is the part of sales receipts used 
to help provide the additional working capital required by inflation 
and growth and, with the wear and exhaustion amount, to pay for 
_ plant and equipment purchased from others and to pay off debts. 

It is in our most major cost that the most disturbing inflation is 
most readily observed. Ever since just before World War II our 
employment costs per hour, as you may note in exhibit ITI, have 
been experiencing a continuous high-speed inflation. There is no 
Mera in which they have declined. On the contrary, this cost has 

n compounding year by year at the frightening average rate of 
over 8 percent per annum—a doubling per decade. Last year the 
increase was 10 percent. Wartime wage inflation is traditional, but 
such persistent peacetime wage inflation is a new thing in the Ameri- 
can economy. e have never had anything like it before. Some- 
thing new has been added. 

The wage inflation underlies all other cost and price inflation. This 
is because the wage inflation is surprisingly universal and uniform 
throughout American industry. Of this there is simple statistical 
proof. Thus all of 22 available, nonoverlapping, hourly wage series 
compiled by the Bureau of Labor Statistics rose markedly from 1940 
to 1956—almost 200 percent on the average, as may be noted in ex- 
hibit IV. There were, of course, differences in the rate of change, 
but such differences were not too material. This universality and 
uniformity of employment-cost inflation, plus the fact that in con- 
solidated industry employment cost represents three-quarters or more 
of all costs, explain why costs other than employment costs tend to 
parallel the inflation in employment. costs. The products and services 
currently purchased from others, the plan and equipment purchased, 
the taxes paid—all have embodied in them the paralleling wage in- 
flations. That they actually do so may be readily observed by noting 
‘the total cost curve in exhibit ITI. For each dollar that our employ- 
ment costs increase, our total costs increase over $2. Economic arith- 
metic tells us that the new cost-push inflation can never be terminated 
until inflation in the biggest and most basic cost, employment cost, 
is terminated. 

Another disturbing feature of the wage inflation is what appears 
to be its almost complete insensitivity to ordinary economic forces. 
By looking at the chart of our hourly employment costs one would 
be hard put to tell from it when we entered World War IT or when 
that war ended, when we fought in Korea or when we stopped fighting, 
when business was good or when it was not so good, when the mone 
supply was expanding or when it was not, when population growt 
was slow or when it speeded up, when wages and prices were subject 
to control or when they were not. Such inexorability of cost-push 
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inflation must find explanation in changing American institutions 
rather than in altering economic conditions. Thus inflation has been 
institutionalized in America. 

In this framework of institutionalized cost-push inflation it is 
apparent that industry must seek to secure at least cost-covering price 
increases from customers—or face possible insolvency. United States 
Steel has, accordingly, since the close of World War II advanced its 
prices from time to time within competitive limits indicated by long- 
range considerations. 

€ price increases have not, however, been sufficient to widen the 
profit margin. Thus in emerging from the great depression United 
States Stee] made a profit in 1940 of 9.5 cents per dollar of sales—a 
figure often exceeded in predepression years but never equaled since 
1940, as is disclosed in exhibit I. The earnest approach.to the 1940 
rate was in 1955 when United States Steel earned 9 cents per dollar 
of sales while operating at a 91-percent rate in contrast to the 83- 
percent rate in 1940. Last year our income was 8.2 cents per dollar 
of sales and the operating rate was 85 percent. 

It also should be noted that although our costs per employment 
hour in 1956 were 284 percent greater than in 1940, the prices of 
finished steel mill products, according to the Bureau of Labor Sta- 
tistics, were only 138 percent greater. The difference between this 
very substantial increase in total costs per hour and the relatively 
smaller increase in prices has been absorbed by United States Steel 
over the years through greater efficiency of operation, intensive cost 
reduction, the expenditure of billions of dollars on modernization 
and improvement of our facilities and partly by the previously noted 
decline in the profit rate. 

In this connection I would like to draw your attention to exhibit V 
and its supporting data in exhibit Va in order to warn against cer- 
tain fallacious statistical comparisons. In this diagram you will 
note the ever-rising employment costs per hour which are compared, 
on the basis 1940=100, with the lesser rises in wholesale prices and 
steel prices. The heights of the bars across the bottom of the chart as 
measured by the scale on the right show United States Steel’s income 
percent of sales for each year beginning with 1940. Please note that 
during the war period both our employment costs and wholesale prices 
in general rose rapidly, both increasing by over 50 percent from 1940 
to 1946. On the other hand, steel prices under regulation were not 
permitted to rise at all until 1945, and in 1946 were only 12 percent 
greater than in 1940. Profits were squeezed down to a low in 1944 
of less than 3 percent of sales despite a 95-percent operating rate. 
In no prewar year had United States Steel ever operated at 90 percent 
or more and experienced an income percentage of less than 14 percent. 

Owing to this wartime factor, steel product prices in 1946 and 1947 
relative to wholesale prices in general were more, out of line on the 
downside than they have been within the past half century for which 
we have records. A postwar readjustment was absolutely required 
if the steel industry was to escape gradual disintegration. To select 
as a base year one of these most abnormal years as a standard against 
which to compare present-day wage-price-profit relationships would 
obviously represent resort to extreme abuse of statistical methods. 

In judging the cost-profit relationships of United States Steel 
there is another consideration of vital importance to economic health 
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which is gradually coming to be understood by more people. I refer 
to the fact that income nowadays, especially for companies heavily in- 
vested in long-term facilities, must perform a new and additional func- 
tion over and beyond its traditional role. This new function is to cover 
after taxes the depreciation deficiency which exists before taxes. 

I start with the indisputable fact that, because of inflation, to con- 
struct or purchase new plant or equipment today costs a vastly greater 
number of dollars than the plant or equipment being replaced cost 20 
or more yearsago. Yet the depreciation on these old plants is required 
for tax purposes to be based on the relatively smal] number of dol- 
lars pect for them long ago. As a result the depreciation currently 
allowed is quite insufficient to equal what has to be paid out when the 
old facilities are modernized or replaced. 

In the case of United States Steel and for many other companies, the 
addition to regular depreciation on old facilities of 5-year amortiza- 
tion on that portion of new facilities certified as necessary for the 
national defense has approximated, temporarily, a truer total of wear 
and exhaustion on all facilities based on current dollars. The inclusion 
of 5-year amortization in United States Steel’s costs has not resulted, 
as some of our critics have misleadingly contended in the past, in an 
overstatement of wear and exhaustion, realistically considered. It 
has served instead to prevent a more serious understatement of de- 
preciation cost. 

Few people realize the extent of the deficiency in depreciation. 
United States Steel has calculated the number of dollars of wear and 
exhaustion that would have been needed in each year since 1939 to equal 
in each ooo dollars the portion of the buying power originally 
expended which was used up in the year’s production. 

In every year since 1939, as shown in exhibit VI, the wear and ex- 
haustion recorded—including amounts not allowed for tax purposes 
shown on the chart as accelerated depreciation for the years 1947 to 
1952—failed to equal that needed for recovery of buying power. The 
17-year aggregate deficiency was $904 million. The Federal income 
tax paid, as a result of treating this deficiency and the accelerated de- 
preciation as income for tax purposes, aggregated $608 million, or 22 
percent of the taxes paid. 

The $608 million for United States Steel and analogous amounts 
for all other companies, big and little, may be regarded as the hidden 
taxation of capital as it turns over through depreciation or, alterna- 
tively, as a hidden increase in the tax rate on true income. From the 
latter viewpoint, it is highly inequitable, because it results in a higher 
rate for those industries or companies which require relatively heavier 
investment in longer term facilities than the average for all industry. 

Short of correction of the tax injustice the depreciation deficiency is 
destined to become more serious. Thus, United States Steel’s wear 
and exhaustion recorded for 1956 was $278 million, or about $67 mil- 
lion short of the $345 million needed for buying power recovery. 
Included in recorded wear and exhaustion is $140 million of 5-year 
amortization, which will decline and virtually disappear after 1958. 

Senator Keravver. Is that the total amount of so-called rapid 5-year 
amortization ? 

Mr. Tyson. For the year 1956, yes. 

Senator Keravuver. Do you set forth in here the total amount that 
you received ¢ 
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Mr. Tyson. It is shown on the schedule, Senator, on the exhibit, 
and I will be glad to come to that when I finish my statement, if I 
may. 

Senator Keravuver. Very well, sir, 

Mr. Tyson. As that happens the depreciation deficiency will actu- 
ally increase and income will seemingly increase. Since taxes will 
increase by over half the decline in amortization, a curious and serious 
situation will result: At the very time that the business appears to 
have greater income the cash with which to conduct it is diminished, 
and cash is what is required to cover the ever-mounting costs, to 
supplement the inadequate depreciation permitted, and to meet the 
expanding working-capital requirements in a period of continuing 
cost inflation. The prospect is that the portion of reported income 
that must be regarded as “phantom” income, because it is required 
merely to maintain the business under conditions of continuing infla- 
tion, will increase. 

As basic costs continue to be forced upward, management’s prob- 
lem becomes especially acute with respect to covering the deprecia- 
tion deficiency because it takes $2, either from cost reduction or from 
customers in the prices they pay, to yield $1 toward meeting the de- 
preciation deficiency. This is because tax law refuses to treat the 
depreciation deficiency as a cost. Thus, I have just noted the prospec- 
tive disappearance of $140 million of amortization from our recorded 
wear and exhaustion, If such ame~*ization had not been available 
in 1956, United States Steel’s depreciaticn deficiency would have been 
increased from about $67 million to about $175 million. Such a defi- 
ciency is equivalent to more than $6 per ton of finished steel shipped 
in 1956, and to have $6 per ton after taxes requires $12 per ton in the 
price of steel. 

I am sure that the more one studies this inflation-wrought deficiency 
in depreciation the more convinced he will become that part of what 
is conventionally labeled as income cannot be regarded as income in 
the former and traditional sense because it is actually required to 
cover realistic depreciation cost if the company is just to keep even, 
let alone expand. This in turn means that he who would inveigh 
against a reported profit margin, which is already low when compared 
with margins in past years of similar operating rates, had better 
think twice about. it lest he finds himself in reality demanding that 
the Nazion’s job-creating tools of production be eroded away and the 
Incentive to provide new ones undermined. 

While on this matter of profit size I should briefly mention another 
statistical fallacy to be avoided in measuring its historical trend. It 
is the use of a so-called percent return on investment. The point is, 
of course, that owing to accounting practices and tax laws the prop- 
erties acquired long ago are recorded in an entirely different kind of 
dollar than is the present-day income. Moreover, the expedient of 5- 
year amortization has served still further to bring down the recorded 
net book values of properties. ,Today’s income in cheapened dollars 

cannot properly be compared with the smaller number of bigger 
aliens paid for things 20 or more years ago. The ratio records the 
speed of inflation as much as it does the return on investment. Its use 
for measuring historical trends is, therefore, denied. Its only signifi- 

cant use might be to compare one industry or conmpany with-another 
at the same time. 
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Even that use of the percent return on net assets is impaired by the 
fact that the extent to which particular companies or industries are 
required to be heavily invested in long-term assets varies over a wide 
range. The longer feating the assets the more understated the book 
assets are in terms of present-day dollars comparable with present- 
day income dollars. The steel industry is more heavily invested in 
such long-term assets than most other industries. Accordingly, its 
income percent of net assets should be much higher than for most 
other industries if it is realistically to be earning at an equivalent rate 
of return on investment. This, however, is not true of the steel 
industry’s rate of return on net assets. 

Thus the First National City Bank of New York has compiled from 

ublished reports the percent return on net assets for 41 manufactur- 
ing industries in 1956. The range of rates among the various indus- 
tries are shown in exhibit VII. The average rate for all industries was 
13.9 percent. The average rate for the iron and steel industry was also 
13.9 percent. There were 16 industries having as high or higher rates, 
ranging up to 22.4 percent, and 24 industries with lesser rates, ranging 
down to 6.3 percent. The evidence is that the steel industry earnings 
by this measurement are just about average, even without taking into 
consideration the qualifications I have mentioned with respect to the 
use of this kind of comparison. With those in mind it is obvious that 
the steel industry earnings are subaverage. If the steel industry book 
investment figures were adjusted to present-day dollars, and if the 
income were adjusted to take account of the depreciation deficiency, 
the rate of return would then calculate out to less than the lowest rate 
shown for these 41 industries. 

A more realistic measurement of profit propriety is to compare the 
stock market valuation of the facilities on which the profit is earned 
with what it nowadays would cost to reproduce those facilities. United 
States Steel’s common stock, selling at about $70 a share, puts a market 
valuation of not over $80 on a ton of integrated ingot capacity. Yet 
we know that it costs a minimum of $300 per ton to create brandnew, 
eS integrated ingot capacity. Profits or the prospect thereof 
would obviously have to be greater than at present to make it attractive 
to invest venture capital in a new integrated steel-producing enterprise 
as against putting the money, for example, in tax-exempt bonds. It is 
in fact quite probable that a truly objective analysis of profit margins 
available from steel producing might justify the concern expressed 
from time to time in past years by congressional committees about the 
adequacy of future steel supplies for a growing America. 

I now would hike to address myself briefly to two matters I believe 
to be of both widespread public interest and public misconception. 
First is the responsibility involved in absorbing wage increases with- 
out cost-covering price increases; and, second is the matter of financ- 
ing expansion and other capital requirements through reinvestment 
of income and recourse to the capital markets. 

With regard to the question of absorbing cost increases it often is 
stated, or at least implied, that the absorption can be out of profits. 
This at best is only a part truth, for 52 percent of the cost increase, 
which is not offset by price or efficiency increases, comes directly out of 
Federal income taxes. The balance of the cost increase then has to 
be met either by reduction of dividends or by reduction in the purchas- 
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ing of things for which reinvested income is spent—that is, for needed 
added working capital and the purchase of new tools of production. 
The question thus really comes down to whether buyers of steel prod- 
ucts shall pay for the higher cost of producing it, or whether they are 
to be subsidized out of the Government’s tax revenues, out of stock- 
holders’ dividends, or out of moneys used in providing the Nation’s 
plants and facilities. 

How this would actually work out can be readily shown by a brief 
reference to the financial facts of United States Steel. Both costs 
and prices in 1956 were greater than in 1955... What would have hap- 

ned if prices in 1956 had been held to the 1955 level? The answer 
1s Shown in the following table: 


United States Steel’s results in 1956 
[Dollars in millions] 











f 
Actual At 1955 selling} Decrease 
prices 
Mettints from onstomers......2 22.2.2... oe 4, 229 3, 899 330 
Disposed of as follows: 
Costs other than taxes on income._......._.-_-__.-_____- 3, 550 MMO bi. Laks 
zaue oo eee I tt AN cts detail Dh net Cad ote te Ee a 331 159 172 
WEN Sos cide wicnetinecese sredacddiediaacbadersws een 170 
SPAMONS BOM TONNE 0 ahi tn 60 cc wel ape inkassete mest << 178 } 190 158 








Thus, according to the Bureau of Labor Statistics, steel prices in 
1955 averaged 7.8 percent less than they did in 1956. Taking that per- 
centage off of our 1956 sales would reduce them and the tax base by 
$330 million. This would cause a drop in our income taxes from 
$331 million to $159 million, thus more than cutting them in half. 
There would also be a drop in our dividends, in our income reinvested, 
or in both from a total of $348 million to $190 million; that is, from 
8.2 percent of sales to 4.9 percent. If profits were to continue to 
shrink at this pace, it would be little more than another year before 
they were entirely wiped out, and all income taxes with them. After 
that the Treasury would have to look elsewhere for taxes, stockholders 
would be entirely without dividends, industries supplying us with 
tools of production would have to look elsewhere for orders to replace 
those lost from us, deterioration in the tools of production would 
supersede the modernization and expansion out of which comes in- 
creased productivity, the jobs of our own employees would become en- 
dase no one would Jend money to the industry, and certainly no 
one would buy new stock in it—and, finally and ironically, the price 
of steel, after this brief interruption, would again have to march up- 
ward at the cost inflation rate just to keep on breaking even. So the 
technical answer to whether rising costs can be absorbed without price 
increase is, “Yes—for some companies for a brief and disastrous 

eriod.” But I submit that there is no good purpose served in so 

oing. The evil in this matter is the basic cost inflation; once it has 
happened the alternatives are to try to keep productive America fune- 
tioning with cost-covering price increases, or to head it toward the 
insolvency that no one really wants. 
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I must add one word of caution. We are quite accustomed to hav- 
ing our critics rework our figures to suit a self-serving purpose. Thus 
a calculated payroll increase, forgetting all the other employment-cost 
increases that attend it, and completely ignoring the fact that all other 
costs move right along up with the employment-cost increases, is 
sometimes compared with the gross increase in revenue resulting from 
a price increase. I suppose the basic pretense is that the only justified 
price increase is one which yields just enough to cover an unearned 
payroll increase. This flies in the face of the truth established by a 
decade and a half of unrelenting experience—a truth that cannot be 
assailed in view of the record: All costs move upward, reflecting the 
widespread underlying wage inflation. Only on an unwarranted and 
unstated assumption is it proper to compare revenue resulting from 
product-price increases with wage increases gained for the members 
of one union alone. This assumption is that no other employees else- 
where in the economy are to enjoy similar wage increases, so that no 
increases of others would be reflected in our purchased products and 
services, the plants and equipment we buy, and the taxes we pay. It 
is not, shall I say,a Seupaunshis assumption. 

I come finally to the matter of financing new capital requirements 
out of reinvested income and through the capital markets. I think 
there is a good deal of public misconception about the matter and 
so I would like to get a few perspective-giving facts on the record. 

First, I would like you to note that according to data regularly 
published each month in Economic Indicators, prepared by the 
Council of Economic Advisers, an average of 53 percent of profits 
after taxes for all corporations has been paid out in dividends over 
the past 7 years, the balance being reinvested income as I describe 
it, The corresponding percentage for United States Steel is 51 per- 
cent. In short, United States Steel’s decisions in this respect appear 
to follow closely the decisions of corporate America as a whole. 
There is nothing unique or especially interesting about this policy 
of United States Steel as such. It should be noted that not all of the 
49 percent of United States Steel’s income reinvested was available 
for modernization and growth, since a substantial and growing part 
of it had to be used to make good the deficiency of depreciation I have 
described. 

Next, I supply to you in exhibit VITI a tabulation showing for 18 
steel producers combined, including United States Steel and repre- 
senting 88 percent of the industry, and for United States Steel alone, 
the total outside financing done over the past 11 years since the close 
of World War II. This financing is compared with fixed-capital 
expenditures in excess of the depreciation that was available. The 
cite of the expenditures financed by reinvested income is also 
shown. By inspection of this tabulation you may note that the exter- 
nal financing for the combined 18 companies, net of refunding, was 
equivalent to nearly two-thirds of the fixed capital expenditures in 
excess of depreciation. In the case of United States Steel such ont- 
side financing was equivalent to about one-third of the capital ex- 
penditures in excess of the depreciation. The notion that the steel] 
industry relies almost exclusively upon reinvested income as a meyns 
of providing for expansion is just another one of those myths founded 
in fancy rather than in fact. 
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This is not to suggest for a moment that there is anything wrong 
with the traditional American business practice of growing by plow- 
ing back earnings. Indeed the plowing back of earnings is an essen- 
tial part of growth—particularly of small business—no matter what 
other financing methods may be employed. Let me explain. All of 
you are aware, of course, that there are only three sources of new 
money available to any company, big or small, to meet the costs of 
modernizing or expanding its tools of production. All of them repre- 
sent savings. All of them depend upon the presence or prospect of 
profit. 

The first source of new money for modernization and expansion 
is reinvested income over and above that required to meet the depre- 
ciation deficiency I have mentioned. It is obvious that this source 
depends upon profits because it is a process whereby the owners of 
a business forgo immediate dividends in favor of reinvesting part of 
the earnings in their business. During the past two decades of cost 
inflation United States Steel has striven mightily to maintain its 
modest prewar profit margin, and in this endeavor it has not been 
entirely successful, as I have noted. There are only two ways to 
maintain a profit margin in a period of cost inflation. One is to keep 
costs as low as possible through increased efficiency, to accomplish 
which is a continuing objective « of United States Steel. But this has 
not entirely sufficed so that the other way—increasing prices within 
limits permitted by competition—has had to be utilized. 

The second of the three sources of new money is borrowing. But 
borrowing is possible only if there is profit and reinvested income. 
We are confronted by the simple fact that there is limited capacity 
to borrow, particularly if it is on top of any existing debt. And 
certainly one cannot borrow at all unless there is a big enough orofit 
margin to convince bond buyers in wholesale fashion that the bond 
will be paid off at maturity in stride. And unless the bonds can. be 
paid off constantly increasing borrowing and perpetual indebtedness 
must be faced, which brings us right b: ick to the necessity of having 
reinvested income. 

I come finally to the sale of stock as a source of new money, and 
here again I must point out to you that the feasibility of stock financ- 
ing hinges on the adequacy of the profit margin. If there are not 
adequate dividends and reinvested income, the stock cannot be sold 
in a large enough amount and at a high enough price to avoid seri- 
ously diluting the equity of existing stockholders. On the other hand, 
if there is a good profit margin there will be reinvested income to 
snend for modernization and growth and stock can be sold if it is 
desirable to supplement income reinvested. 

I want it clearly understood that no one should decry any of these 
methods of financing as such. United States Steel has used all of 
them in the past and may use all of them in the future. But I do 
hope that I have helped you to understand that none of these methods 
of financing can provide for the healthy growth of the steel industry 
or for any other industry in America unless there are profit prospects 
which cover both the payment of dividends attractive to investors 
and reinvestment income as the company’s own contribution of a 
cushion against edversity and of provision for growth. In short, 
you can’t lall profits and keep progress. 


95009—58—pt. 2——_6 
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In conclusion, gentlemen, the big basic cost fact affecting United 
States Steel’s financial affairs is the unremitting and rapid rise in 
employment costs—far beyond the rates of increase in productivity. 
This appears to be a common denominator of all manufacturing activi- 
ties with the result that there is a very close and inevitable rise in all 
our costs per Soke tide 

Historically this cost rise got way ahead of prices during World 
War II. Following that war steel prices have ever since been experi- 
encing the effects of the continuing cost push. Steel prices have not, 
however, during the entire period, ever sufficiently restored the prewar 
cost-price relationships to result in a profit margin, conventionally 
stated, equal to that of 1940. This is despite the Fact that operating 
rates in many subsequent years have been substantially higher than 
they were in 1940. Moreover, depreciation as conventionally stated 
ad permissible for tax purposes is, as a byproduct of the inflation, 
far from realistic—whether we like it or not, it costs a great deal more 
to replace plant and equipment than is yielded from depreciation and 
accelerated amortization, when the depreciation is based on prices paid 
long ago for similar plant and equipment. This means that additional 
functions of just keeping the company “even with the board” fall upon 
what is called income, with the result that only a portion of such 
income can be regarded as available for the purposes formerly served 
by income in pre-wage-inflation days. The records of United States 

teel cumulatively and convincingly show that as long as nationwide 
wage inflation continues at rates exceeding the increases in produc- 
tivity a price inflation will be compelled. By squeezing out profits 
there could be a brief lull, but prices thereafter would have to reflect 
directly the rising costs. 

In the meantime such squeezing out of profits, if adopted and en- 
forced as a national policy for industry in general, would obviously 
bring about great unemployment. It brings to mind the 1930’s, the 
last time when the American economy had to operate without profits 
and a period the like of which we all hate will never be repeated. 
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(Exhibits I-VITII are as follows :) 


Exursit I 
United States Steels financial story, 1910-56 


(Dollars in millions] 





Prod- Wear | Inter- 















Prod- Pre- | Com- Percent 
Year of ucts uets and jestand ferred | mon income 

operations} and and | exhaus-| other | other |Income) stock | stock of 

services services| tion jcosts on or loss | divi- divi- sales 
sold bought | debt | dend | dend 
ee see a ay Se aie, 
BD daawa $491.8 $157.1) $32.5) $30.6 $87.4; $25.2) $25.4) $36. 17.8 
Mbbvdwccus 431.7 146. 3) 27,8 31.1 55.3 25. 2 25. 4 4. 12.8 
Cis «sen 533.9 214. 3} 33.4 32.6 54. 2 25. 2 25. 4 3. 10.2 
1913.......| 560.8 191.6 34.0 33.3 81.2 25, 2 25. 4 30. 6 14.5 
1914. escues 412.2 153. 7) 26. 6 33. 2 23.4 25. 2 15.2} 117.0 5.7 
TeiGkueas 523. 7 189. 8) 34. 3 32.8 75. 9} 25. 2 6.4 44. ¢ 14.5 
Re 902. 3 265. 3 43.0 32.0 271.5 25.2 44.5) 201. 30.1 
Pel ae iat 1, 284.6 345, 9 83.3 31.0 224, 2! 25. 2 91.5) 107. 17.5 
IGS. Lccsc 1, 344. 6 339. 2} 98. 8 30.7 125. 3) 25. 2 71.2 28. 9.3 
1919_......] 1,122.6 364. 5 89.9 30. 1 76. 8} 25. 2 25. 4 26. 6.8 
Pe eatin 1, 290.6 413. 6 80.0 29.3 109. 7| 25. 2 25. 4 59. 8.5 
her iaiine 726. 0 249.9 40.1 28. 5 36. 6 25, 2 25.4) 114 5.0 
ee Cee 809. 0 334. 7 47.1 23.4 39.6 25. 2 25.4) 311. 4.9 
PR aces 1, 096. 5 377.4 56.9 23.0 108. 7| 25. 2 29. 2 54. 9.9 
Bs dune <n 921.4 266. 9) 53. 2 27.3 85.1 25. 2 35. 6 24. 9.2 
1925 - 1, 022. 0 333. 6) 61.6 27.1 90. 6 25. 2 35. 6 29. 8.9 
Peds asen 1, 082 346. 7 70.4 26.8 116.7 25. 2 35. 6 55. 10.8 
1927 _ . a 960. 323. 1) 64.4 26.1 87.9 25. 2 49.8 12. 9.2 
1, 005, 338. 4 73. 2 25. 7 114. 1) 25. 2 49.8 39. 11.4 
MS ection 1, 097. 350. 0 69.8 14.9 197, 5) 25. 2 63.8 hs 18.0 
a 828. 234. 8 63.8 5.6 104. 4; 25. 2 60.4 12.6 
ae 548 187. 2 50.4 5.5 13.0 25. 2 37.0 2.4 
Se deiiaea 287 141. 8) 41.6 5.3 171.2 TR Ciescsnnae 124.7 
ERK dvcses 375. 161. 4| 45.3 5.2 1 36.5 Fidecdiaae 19.7 
a 420. 140. 5 46. 4 5.1 121.7 Fe Dante 15.1 
PRs thbinicies 539. 191. 2 49.8 5.0 1.1 Titi pliswnvcmntp -2 
Blesdesoxs 790. 7. 5) 59. 0 4.9 50. 5) Bh Gh ccc 6.4 
, a 1, 028 342. 6) 64.1 5.1 94.9 58.5 8.7 9.2 
611 228. 3 50.3 8.3 17.7 iss acc 11.3 
846 293. 5) 63.4 9.3 41.1 , iy SP 4.9 
1940..... -| 1,079. 358. 3) 72.6 13.6 102. 2: 25. 2 34.8 9.5 
a ennad 1, 622. 604. 6 98. 6 6.0 116. 2) 25. 2 34.8 7.2 
a 1, 863. 673. 4 128. 2 6. 2 71.2 25. 2 34.8 3.8 
ea 1, 972. 730. 6 134.0 6.3 62. 6 25. 2 34.8 3.2 
Dethidaases 2, 082. 814.4; 139.0 5.0 60. 8) 25. 2 34.8 2.9 
WP cowe , 747 670.1) 123.4 3.5 58. 0) 25. 2 34.8 3.3 
idkanns 1, 496. 1 560. 4 68.7 4.8 88. 6 25. 2 34.8 5.9 
Wl adiusee 2, 122.8 839.4, 114.0 2.5 127.1 25. 2 45.7 6.0 
, aa 2, 481. 5 1,008.9} 146.0 2.4 129, 6) 25. 2 52.2 5.2 
ae. : 2, 301.7 885. 7 119.7 2.3 165. 9} 25. 2 56.1 7.2 
a 2, 956. 4 1, 118.8 143.9 2.2 215. 5 25. 2 92.7 7.3 
1008 .. nthe 3, 524.1 1,327.9; 162.1 2.0 184.3 25. 2 78.3 5.2 
Bee cleans 3, 137.4 1, 307.6 176.9 1.9 143. 6) 25. 2 78.3 4.6 
Rs icccant 3, 861.0 1,418.7) 236.6 2.1 222. 1 25. 2 78.3 5.8 
We. 325 %.. 3, 250. 4 1,134.3) 261.8 5.2 195. 4 25. 2 85.5 5.0 
Pe eaeces 4, 097.7 1,355.2, 285.2 9.1 370. 1) 25.2) 122.9 9.9 
ee 4, 1,487.5 277.6 7.7 348. 1) 25.2) 144.9 8.2 
1 Deficit. 


Note.—The data are in some respects necessarily appeeuinate, and are based on the yearly earnings 
reported annually to stockholders without adjustment for surplus charges and credits except that the years 
1942 and 1943 reflect renegotiation settlements made in the succeeding years. For example, taxes are as 
accrued before adjustments. Employment costs include pensions and social security taxes and, beginning 
with 1949, also include payments for insurance and other employee benefits. 
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Exu1siT II 


ADMINISTERED PRICES 


United States Steel Corp. consolidated statement of income, 1956 


Products and services sold 
Costs: 
Employment costs 
Products and services bought 
Wear and exhaustion of facilities__..................--_-_. 
Interest and other costs on debt._............--.--.-----.- 
Income and other taxes 


Dividends: 
On preferred stock 
On common stock 


Total 
Income 











Million |_ ee 
dollars | 
Sales Costs 
SET Tote oT te ——____- —__ -__ 
4, 228.9 | 100.0 }_. ‘ 
1, 681.0 | 39.7 43.3 
1, 487.5 35. 2 38.3 
277.6 6.6 7.2 
mad, § | - 
427.0 10.1 11.0 
Bip til Nidhi thie —cilhtetnindintaatpante 
3, 880. 8 | 91.8 100.0 
348, 1 | Ae 
—<—<—<—<— eT ————— a | —— —————————— 
25.2 Pe Tanddddeseutaus 
144.9 | 3.4 |_- 
170.1 | ree 
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Exureit III 


EMPLOYMENT COSTS 


AND TOTAL COSTS tie 


PER EMPLOYE HOUR 1940:100 
400 


300 


250 


200 


150 





100 
1940 1945 1950 1956 
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Exursit IV 


Average hourly earnings, 22 industry groups, 1956 as a percent of 1940 


———— eee. 


[1956 index, 





Industry groups 1940= 100] 

Blast furnaces, steel works, and rolling mills. ............-.---------- 299. 76 
Primary smelting and refining of nonferrous metals __-._.-.------------ 309. 62 
i ee ee Le a aed ka iedadbhn~acecemnawen 252. 14 
Ship and boat building and repairing-.................-.------------ 255. 44 
er od a Sawn c eed Stet eerendaccewed 330. 53 
Apparel and other finished textile products_-.......-.-.------------- 264. 71 
Pulp, paper, and paperboard mills_..............---.------.-------- 314. 50 
Nn gs Dodou cw des- 2 4c Le 272. 35 
en eee. ee Ce 262. 23 
eee ed acaba dees ged sCaes oust agian aw 315. 07 
I ats ed a i re ed ino eeccoeuemans 284. 63 
Neen TT en eee ee eo ncaenadennhauseenenmne 318. 23 
Crude petroleum and natural-gas production.___...._.-..------------ 281. 50 
Nonmetallic mining and quarrying... -.........-..------------------ 338. 03 
Neen eee ne cnn eeeegonesp teeoonaenblleenionlannsian 269. 23 
Neen anlar ncarecbdincee 271. 99 
ds oo coecataweonendeesceucccscecss 266. 67 
Pood and liqupr- stores, «Megs osc ecco cence. sed. sires gre tag tt the 305. 61 
Automotive and accessdries dealers. .......-..---------------------- 285. 71 
Cee nn ee nO oe nc ade dudes osencnaadbaciw 302. 94 
CTE ene dn eases ndasconanmenem 244. 76 
ney er ST I occ ccc ec cndacucaccuccccens 258. 20 

EET eS RS, ES, En on aCe ee eee ame 286. 54 


Average deviation—23.2 points or 8.1 percent. 


1 Source: U. 8. Bureau of Labor Statistics. 
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EXHIBIT 


V-a 


Employment costs per hour, prices, and profits, 1940-56 











| 
Index 1940=100 
United 
United States Steel | | States 
els es, Whole- | Finished Steel 
Year } sale | steel income 
Employ- | Total price mill as a per- 
ment | costs index! | product | cent of 
costs | prices 2 sales 
1 cncesienisalindhcebainag ane 
Per employe hour | 
DN > a en ndinh. oncancooeaocce<adiepe 100. 0 100. 0 100. 0 | 100. 0 9.5 
Se SS Se ae ae > 109.1 | 124.3 | 111.2 100. 4 7.2 
08... Bee Ee ntetienc- 121.0 | 131.6 | 125. 6 | 100. 6 3.8 
Gh debated thE tes chs babi cbietisidnttine basse oh piaa > 128. 1 127.3 | 131.1 100. 7 3.2 
Shc sun betiieintttiinienienteiiatne coger 138. 4 138. 9 132. 3 100. 7 2.9 
) | A Se) eee > | 142.1 | 138. 1 134. 6 | 103. 1 3.3 
Gh. .. Kis a aeen ny -- Rh. ‘ 152.2 | 144.5 154.0 | 112.2 5.9 
TT hike uhce dtitidbensc0cso5 db & . 165. 4 | 173. 6 188. 6 | 130. 8 6.0 
a tt, Reena ttt nl ue own 4 183. 7 198, 2 204. 3 | 148.8 | §.2 
Se Ee” pe e 190. 9 | 204.8 | 194.1 | 161. 1 7.2 
S000. Seine A. tk ot 218.3} 241.1 | 201.8] 169.2 7.3 
SRG ateks eh andnch <hgunickeese tt —seudbecenpee 237.5 | 274.3 224.7 182. 8 5.2 
ON il eld ore ln bean : 260. 7 280.5 | 218.4 | 186. 8 4.6 
BOUUn oo hase eentased- -~50kc ot as 277.1 | 305, 4 | 215. 5 | 201.0 5.8 
ee Ce EE anone ncmadt a ad 293. 4 | 307.0 215.9 | 209. 7 6.0 
hide ithe UREA e es dh bnee Raina de onvcncpocsedeus 318. 2 349.1 | 216.6 | 219.5 | 9.0 
Ese aes apeen iiaaeasih nn = Sohn apt soa 350.0 | 384.1) 223.7) 238.0 8.2 
Average annual rate of change compounded: Percent | Percent | Percent | Percent 
ee ccs nadetepedbaninceocantnagta~sdo 7.3 6.3 | 7.5 Le ig. ‘. 
SOOO 5 Bra Pk os nh aede 8.7 | 10.3 3.8 7.8 |_. ‘ 
SRP, Soe ~ ae lo ces cond cc cuceccce 8.1 | 8.8 | 5.2 | 5.6 nike 





1 All Commodities—U. S. Bureau of Labor Statistics. 
2 U. 8S. Bureau of Labor Statistics. 
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Exuisir VI 


) WEAR & EXHAUSTION RECORDED | 
: vs. 


WEAR & EXHAUSTION NEEDED 


Milfions 
$350 


tA iflions 










1940-1956 TOTALS 

Regular Depreciation $1,705.7 TOTAL WEAR & 
EXHAUSTION 

Amortization $95.1 i a NEEDED 

Accelerated Depreciation * 201.2 | 

Wear & Exhaustion Recorded 2,802.0 


Weor &ExhaustionNeseded 3,706.0 


TOTAL WEAR G. \ 
‘ SY SN WB xy i ae ip A 
\ GLEE mae 


EXHAUSTION RECORDED J 
Swe \ hg TOE SOE toe 


300 





250 





$200 200 





1$0 150 


eg 


A 


é 


$0 


194 1945 1950 1956 
roy deductible for tox purposes 
ladditionot amortization dve te ending of emergency period clloceted to years 194l 1945 


ie 
INFLATION 


IN COST OF FACILITIES 


y9t32100 





Source; Engineering News-Record Construction Cout tndes 








260 


ADMINISTERED PRICES 


Exarsit VII 
PROFIT PER CENT OF NET ASSETS 
41 MANUFACTURING INDUSTRIES 











YEAR 1956 
25 25 
20 ; eee 
15 | RON & STEEL ~=«, AVERAGE, SC=™ a“ 
— a el eee _ 
z | ¢ 
Vv | VU 
g | § 
ae | 10 * 
| 


¢ RRB 
Source: First National City Bank of New York 


Exursit VIII 


ONDANMBMMMMUIAMWHHU RBKHBNBRWOM 


INDUSTRIES 


Steel industry capital eapenditures versus financing, 1946-56—18 companies 
representing 88 percent of steel capacity in 1957 


[Dollars in millions] 





ee re ed snchnsemenene 
Met by wear and exhaustion.-...............-...-- 


Diet tip et MOREY sitk...4~...ncnecccccccs 


ES et os abadesalthaseadetes 
Sale of stock 


Total. 


ais 
Property expenditures met by reinvestment 


Property expenditures met by new money... 


18 companies 





United States Steel 


| 














Percent of Percent of 
property property 
Amount | expenditures| Amount | expenditures 
met by new met by new 
money money 
Se Eni cashmmsets ho eeats 
EEE ficstnccdhausone I a maida 
FU Bcucabhecnnns ET lovieadhcnteien 
RW Ba oncccd sn sace 362.1 |...... a ss 
I Mia dich ciel tnt bain SL ik cnalaaacpannl 
pe ee ape 
UE i intciceieneatanin SERED i dinaeiredenswerw 
BE Dbetneukaooans 37.0 
2, 358.3 62. 6 354. 8 35.1 
1, 408. 5 37.4 655. 9 64.9 
3, 766. 8 100. 0 1, 010.7 | 100. 0 





Source: Annual reports of companies, Moody’s Investors Service, Standard & Poor’s Corp. itt 


Corporation Descriptions. 
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Senator Kerauver. Mr. Tyson, let me say you have presented a very 
comprehensive and interesting statement, and we are glad to have it. 
We will undoubtedly have some questions to ask you and Mr. Blough 
in connection with his statement. 

Now, Mr. Blough, you furnished us with some other statements. 

Mr. Bioven. That is a matter which I was going to speak to you 
about, if I may. You have been patient in listening to Mr. Tyson, 
and we appreciate that. In order to conserve time, we would like just 
to summarize two additional documents, but not at this time. I know 
that you would prefer to question Mr. Tyson about his document before 
we do that. 

However, we have some documents which we would like to place in 
the record at this time without reading; and if I may refer to those, 
I would like to do so. 

Senator Kerauver. Very well. 

Mr. Buoven. I believe they will be helpful in answering some of the 
questions you might address to Mr. Tyson. 

The first one is Cost of Facility Replacement and Moderniza- 
tion, by M. W. Reed, executive vice president—engineering and raw 
materials. 

Senator Krerauver. Do you want this made an exhibit? 

Mr. Buioven. I would like to have it included in the record follow- 
ing Mr. Tyson’s statement in the transcript. 

Senator Keravuver. This one does not seem to be too long. So with- 
out objection, the paper by Mr. M. W. Reed, Cost of Facility Replace- 
ment and Modernization, will be made a part of the record. 

(The document referred to may be found in the appendix on p. 1126.) 

Mr. Buoucu. The second one is, “Productivity in United States 
Steel,” by R. Conrad Cooper, vice president—administration planning. 

That, I think you will find, is a very short statement also, and I wish 
you could include that following Mr. Reed’s statement. 

Senator Keravuver. The statement, “Productivity in United States 
Steel,” by Mr. R. Conrad Cooper, vice president—administration plan- 
ning, United States Steel Corp., will be printed in the record follow- 
ing Mr. Reed’s statement. 

(The statement referred to may be found in the appendix on p. 1131.) 

Mr. Buiovex. The next statement is, “The Role of Research: Better 
Processes and Better Products,” by Dr. James B. Austin, vice presi- 
dent, research and technology. 

You will note that that is a very short statement, also. 

Senator Keravuver. “The Role of Research: Better Processes and 
Better Products,” by Dr. James B. Austin, will be printed in the 
record following Mr. Cooper’s statement. 

(The statement may be found in the appendix on p. 1139.) 

Mr. Biovuen. The next statement is “The Owners of United States 
Steel,” by Benjamin L. Rawlins, Secretary, and that, I think, consists 
of only 2 pages, and I trust you will permit that to be put in the record. 

Senator Kerauver. We will print that in the record following Mr. 
Austin’s statement. 

(The statement referred to may be found in the appendix on p. 1145.) 

Mr. Biovexr. Now, Mr. Chairman, I come to three documents pre- 
ess for us by Dr. Jules Backman, professor of economics of New 

ork University. 
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The first document that I would like to offer for the record is en- 
titled “Importance of Steel Prices in Consumer Price Index.” 

I have referred to this document, I suppose, indirectly, and it sup- 
ports the statement that I made in my opening statement, and I trust 
that that may be made a part of the record at such place as you wish. 

But I have two other statements of Dr. Backman I would like to 
see included, and I suggest that all of Dr. Backman’s material be in- 
cluded together, wherever it appears in the record. 

Senator Keravver. Mr. Blough, the document “The Importance of 
Steel Prices in the Consumer Price Index” looks like a rather brief 
statement, but these others will make our record terribly long. 

Senator Dirksen. Mr. Chairman, let me ask at this point: I met Dr. 
Backman some years ago, and also heard him address a number of 
retail meetings. It is my opinion that the committee ought to call 
Dr. Backman, if he is available, because I would like to hear his testi- 
mony, and I think the members of the committee would like to cross- 
examine him on his views. 

I formally suggest now that we arrange to have him before the 
committee at a reasonably early date, or at such time as is convenient 
to the committee. 

Senator Keravuver. I imagine, Senator Dirksen, that with these 
voluminous charts and statements he has filed, whatever he would say 
would be }re in these books, and also that they will be explained 
or referred to as we go along. But that is a matter we will consider 
at a later time. 

Senator Drrxsen. I realize that those are very formidable bro- 
chures. I realize, also, the time factor and time limitations that are 
involved with all the other work. I think we could get a lot of com- 

ression out of Dr. Backman if we had him down here, and I will 
ormally make that suggestion now, and pursue it. 

Mr. Brovexr. May I suggest with respect to Dr. Backman that the 
other two documents I wish to offer for the record at this time are 
“Administered Prices,” and also “Steel Prices, Profits, Productivity, 
and Wages.” 

I believe, Mr. Chairman, that you may find that Dr. Backman’s 
ideas of administered prices do not perhaps parallel in all respects 
the views of your own good doctor here, but it may be that a public 
exchange of views between the two gentlemen would be of mutual 
interest to the committee. 

Senator Keravver. Mr. Blough, we endeavored, in selecting our 
economists who have testified—Dr. Means, Dr. Ruggles, Dr. John 
Moore, Dr. Nourse, and Dr. Galbraith—to get a good cross section of 
economic views. 

Of course, if Dr. Backman came, then we would probably have 
quite a number of other economists who would want to be heard 
publicly, and we would have to call the other economists back to rebut 
what he had to say. 

We are in a situation where we want to hear other steel companies. 
We want to hear some steel buyers, and we will want to hear the 
representatives of the United Steel Workers. 

So that with our schedule, it is doubtful to me whether we are going 
to be able to hear a great number of other economists. 

Senator Dirxsen. Mr. Chairman, earlier in the hearing, I stated 
that there were some economists that I thought ought to be called. I 
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thought we ought to call Father Hogan of Fordham University, and 
I thought we ought to call Dr. Backman. 

If we are going to get a rounded picture, I do not believe the com- 
mittee will be content to just depend upon the statements that we 
have had from Dr. Nourse, Dr. Means, Dr. Ruggles, Dr. Galbraith, 
and Dr. Moore. 

I think, of course, all points of views ought to be presented, and 
it seems to me that the minority certainly would be entitled to for- 
mally summon some economists before the committee. 

Senator O’Manonry. Mr. Chairman, before a decision is made, I 
would like to make a comment. 

Two papers of Professor Backman have reached me for the first 
time this morning. Each of these papers, like the other papers which 
have been presented, have been printed at much greater expense than 
this committee is permitted to print its hearing. If these documents 
were to be printed in the hearing now without an opportunity to mem- 
bers of the committee to examine the authors of the statements, our 
record would not be as good as it ought to be. 

I agree with what Senator Dirksen has said with respect to the desir- 
ability of examination of these matters. So I feel it might be a good 
plan not to put these papers in the record at this time but to receive 
them for the use of the committee to be offered later on when we have 
an opportunity to study them. 

I know none of the members of the staff have had the slightest oppor- 
tunity to go over these papers, and it seems to me that our better policy 
would be to receive the papers, that are not delivered personally, for 
the files of the committee and leave the matter of making them a part 
of the record to a later decision of the committee after we have assessed 
the possibility of examining the authors of the papers. 

Senator Dirxsen. Don’t you agree, Senator O’Mahoney, that we 
ought to have Dr. Backman down here? 

Senator O’Manonry. Yes; I do. 

Senator Keravver. I think there is great merit in your sugges- 
tion, Senator O’Mahoney. I had already ordered, and there wasn’t 
any objection raised, the printing of Mr. Reed’s paper, Mr. Cooper’s, 
Mr. Austin’s, and The Owners of U. S. Steel, by Mr. Rawlins, which 
seemed to be relatively short documents. ‘When we come to the very 
large documents of Mr. Backman, for the time being pending discus- 
sion by the committee and study of the staff—and perhaps we will 
agree to call Mr. Backman—if we decide to call Mr. Backman down 
here, it might not be necessary to have these actually printed in the 
record. 

We will, for the time being, make these exhibits, Mr. Blough. 

(Discussion off the record.) 

Mr. Briovuen. I have several comments to make with respect to the 

revious discussion. The first is that regardless of your decision to 
call Dr. Backman, I renew, and will again at a subsequent time if 
necessary renew, the request that the data which is supplied in these 
documents be made an exhibit or in some fashion a part of the total 
proceedings of the committee. 

Senator Keravver. Mr. Blough, they are a part of the proceedings. 
I have ordered some to be printed in the record. Others will be made 
exhibits and we will examine them and they will be available for the 
members of the committee and we will go over them and discuss with 
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you and with the committee how much of them to actually print in the 
record. The situation here is that we don’t want to get the record so 
voluminous that it will be unwieldy. 

Mr. Biovex. Nor do we. 

Senator Kerauver. The second thing is the cost. The Govern- 
ment is trying to cut us down on the cost of our hearings, but we want 
all pertinent information to be in the record. 

Mr. Buoven. | quite understand, and we will leave the matter of 
course, we will necessarily leave it in your hands. 

Now I have just two other brief comments to make. 

Senator Dirksen. Mr. Chairman, I understand that among the 
other material submitted was a statement from Dr. Backman substan- 
tially similar in length to the papers submitted by the other economists. 
I am relying now on what Mr. Chumbris tells me. 

Senator Kerauver. Do you have any others than these two thick 
ones here, Mr. Blough, that we haven’t put in the record ? 

Mr. Buoven. I have already identified the three documents. One is 
Importance of Steel Prices in Consumer Price Index. The second 
one is, Administered Prices. The third one is, Steel Prices, Profits, 
Productivity, and Wages. 

Senator Kerauver. The one to which Senator Dirksen referred is 
apparently, The Importance of Steel Prices in Consumer Price Index 
which will be put in the record following the last document. 

(The three documents mentioned may be found in the appendix: 
Importance of Steel Prices in Consumer Price Index on p. 1527; Ad- 
ministered Prices on p. 1061; and Steel Prices, Profits, Productivity, 
and Wages on p. 1419.) 

Mr. Biover. Mr. Chairman, may I just comment in response to 
Senator O’Mahoney’s seeing these today, that they have been in the 
hands of the committee staff since last Wednesday, along with all of 
our other documents. 

Senator O’Manonry. The Jules Backman document ? 

Mr. Broven. All of them, including the Jules Backman document. 

Now just one other point, and I will conclude with this phase. 

The document which is entitled “Steel Prices, Profits, Productivity, 
and Wages,” was prepared, as you will note from the letter accom- 
panying it, which is dated April 22, 1957, some time ago, and in effect 
is an answer to the union, United Steel Workers of America union, 
statesments which had previously been made regarding United States 
Steel’s profits and ability to sustain additional cost increases from 
wages, and so forth, without increasing prices. 

I wanted to say that I understand that you have arranged to have 
appear here Dr. Brubaker of the union. 

Senator Kerauver. Yes; I understand that is the case. 

Mr. Buiovexu. I would like, therefore, to tell you that we have fur- 
nished Dr. Brubaker not only copies of our other material, but also 
copies of the last statement to which I have referred, and I am sure 
that in due course that, shall I say, gifted apologists for the union 
position will have much to say about Dr. Backman’s document, and 
that. may be another reason why you would like to hear Dr. Backman. 

Senator Dirxsen. It would be ideal to have him here at the same 
time. 

Senator Kerauver. You can be assured, Mr. Blough, we will try 
to get a rounded picture. But necessarily, Mr. Blough, and I am sure 
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that all members of the committee understand, I think there are a 
number of other steel companies which probably would like to make 
presentations. We have 5, 6, or 7 industries that we did have in mind 
hearing from. We are not going to be able to go into the minutest 
detail in connection with all of them. If we did, we would not be 
doing anything else for quite a long time. 

Senator O’Manoney. Mr. Chairman, may I make a comment for 
the record at this point? 

Senator Keravuver. Yes indeed. 

Senator O’Manoney. I unfortunately was not able to attend the 
meeting at the beginning of Mr. Tyson’s testimony. I have listened 
with a great deal of interest to probably more than half of it, and I 
find running throughout this testimony the acknowledgment that 
we are in an inflationary period. 

On page 8 of your statement, Mr. Tyson, in the first column in the 
second paragraph, I find this sentence: 

During the past two decades of cost inflation, United States Steel has striven 
mightily to maintain its modest prewar profit margin. * * * 

Now, there is a reference, of course, to the 20 years of cost inflation, 
and a reference to the prewar condition. 

Of course, it is obvious to anybody who undertakes to study this 
problem of price increases that we are laboring under the burden of 
two world wars, the second of which has not been completely ended, 
that is to say, by acceptable peace treaties, and which has also merged 
into what we call a cold war, which is, of course, an economic war. 

Since the Government must of necessity manage whatever struggle 
there is by way of international conflict, whether by arms or ys 
economic procedures, it is very essential for the Government, and for 
the Congress as part of the Government, to know exactly what the 
managers of great corporations like United States Steel think about 
the solution of inflation in such a turbulent situation. 

This seems to me to be something much greater than an argument 
between United States Steel and United States Steel workers. Mr. 
Tyson’s conclusion refers to the wage inflation. I note in the con- 
cluding paragraph on page 9 the statement: 

This means that additional functions of just keeping the company “even with 
the board” fall upon what is called income, with the result that only a portion 
of such income can be regarded as available for the purposes formerly served 
by income in prewage inflation days. The records of United States Steel cumu- 
latively and convincingly show that as long as nationwide wage inflation con- 
tinues at rates exceeding the increases in productivity a price inflation will be 
compelled. 

Are we to understand from this, Mr. Tyson, that you think wages 
ought to be pushed back ? 

Mr. Tyson. Senator O’Mahoney, I am making no suggestion that 
wages should be pushed back. I am stating, however, and I have 
stated earlier in my presentation, that employment costs, wage costs 
and all employment costs across all industry, represent more than 75 
percent of total costs. 

Senator O’Manonery. There is not any question that wages, as long 
as I have been looking into these matters as a Member of Congress, 
necessarily account for a very large proportion of the cost in industry. 
There is no doubt about that. 
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But there will be no market for the products of industry unless we 
have the purchasing power among the masses of the people that full 
employment at high wages will produce. 

I merely want ‘to find out whether you do not believe that your 
statement on page 6 is perhaps a little bit more accurate than the one 
which makes the whole argument turn upon wages. I find here your 
statement, at the end of the second column on page 6: 

So the technical answer to whether rising costs can be absorbed without price 
increase is, “Yes—for some companies for a brief and disastrous period.” But 
I submit that there is no good purpose served in so doing. The evil in this 
matter is the basic cost inflation; once it has happened the alternatives are to 
try to keep productive America functioning with cost-covering price increases, or 
to head it toward the insolvency that no one really wants. 

We cannot overlook in this study the fact that the Government 
itself may be headed toward insolvency unless we find a way to pre- 
vent inflation from disturbing the United States Steel Corp. and other 
great industries in endeavoring to keep in the black, and at the same 
time save the average consumer, the millions of people who inhabit 
America, from going in the red to buy the food that they place on 
the tables for their families. 

As I said yesterday to Mr. Blough, it seems to me we are all in 
this bind—industry, labor, the consumer, the Government of the 
United States itself. We are paying more as a Government for the 
money we have to borrow to conduct the cold war and to pay the 
debts of the war, than ever before. 

All of this constitutes a general problem which is much greater than 
the simple controversy—I say that only relatively, of course—between 
United States Steel and its workers. 

I repeat again the suggestion I made yesterday that I should very 
much like to have from United States Steel its suggestion as to what 
the Government should do to balance this cost inflation for all of us. 

Mr. Bioven. Senator O’Mahoney, we have considered your request. 
We know it is a reasonable request, and we would like to do all we 
ean to help. 

There are two things we can do: One, we could discuss it in a 
preliminary way at this time, if you wish todo so. If you would like 
to have a more considered opinion from us, we would be glad to supply 
something at a later time. 

I might point out to you that Mr. Hood’s prepared statement. is 
in effect what we can do internally to try to help solve this problem, 
internally within United States Steel. That is primarily what his 
statement is about. And when we have an opportunity, I know that 
he will be very glad to summarize that statement. 

Now, if you want us to discuss it with you beyond that, we are 
prepared to give you, I will say I am prepared to give you my very 
insufficient and informal views about the matter. But if you would 
like to have us give you a more considered judgment, then we would 
perhaps prefer to file a statement. 

Senator O’MAnoney. I should prefer the considered judgment 
rather than the off-the-cuff answer, Mr. Blough, and I do not want to 
interfere with the agenda that has been arranged by the chairman 
here. 

But when testimony comes in which, as in the case of Mr. Tyson, 
clearly pictures the situation which we are in, I cannot fail to call 
attention to it. 
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Senator Kerauver. Mr. Blough, I think Senator O’Mahoney’s ques- 
tion is a very good one, and one in which there is great public interest. 

Perhaps Monday, or if we meet again on Thursday, you will be 
in a better position to furnish data and information. 

Mr. Brouer. We will try to do that, Mr. Chairman. 

Senator Krerauver. The Senate has ‘met, and we are going to have 
to recess shortly, but one question I do want to ask. 

We have a chart which I think should be put in the record now. I 
will address this either to Mr. Blough or to Mr. Tyson. In 1956, you 
had a price increase of $8.50 a ton, I believe, following the strike. 

Mr. Bioven. Approximately that. 

Senator Kerauver. And this increase was attributed in main or in 
substantial part, by you, to the wage increase that was granted at that 
time. I suppose that 

Mr. Biovenu. I would say wage and other cost increases. 

Senator Kerauver. Wage and other cost increases. The subsequent 
showing of profits after that time should give some indication of 
whether the increase in price was greater than the wage and other 
cost increases, would it not, Mr. Blough? 

Mr. Biouer. Mr. Chairman, I would like to ask Mr. Tyson to com- 
ment on that, and then perhaps I would like also to comment on it. 

Senator Kerauver. Dr. Blair and the staff have prepared a chart 
from sources at the Federal Trade Commission and the Iron and Steel 
Institute annual statistics report for 1956 at page 51. 

Mr. Buarr. Do you want me to explain the chart? 

Senator Keravver. Yes, if you will, please, Dr. Blair. 

Mr. Buair. This chart is what is known as a scatter diagram chart 
showing, in this case, the relationship between operating rate in the 
steel industry, that is, production of ingots and steel for castings, as a 
percent of total capacity, against the rate of return on stockholders’ 
investment after taxes. The chart covers a long-term period, from 
1921 through the first 6 months of 1957. The first 6 months of 1957 
have been adjusted to an annual basis. In accordance with customary 
procedure, the observations for the war years, World War II and of 
the Korean conflict of 1951 and 1952, have been deleted, because of the 
existence in those years of price controls. The bottom of the chart 
shows the operating rate, that is, rate of production as a percent of 

sapacity. As one’s eye moves from left to right across the bottom of 
the chart, the operating rate increases. 

At the extreme left end, the operating rate is 20 percent; that is, 
at the far end the horizontal scale of the chart depicts the industry op- 
erating at 20 percent of capacity. At the far right there is depicted the 
opposite extreme of the industry operating at 100 percent of ca- 
pacity. The vertical scale represents the rate of profit, the rate of 
return on stockholders’ investment after taxes. At the very bottom, 
the lowest observation is not a profit; it is a loss of minus 4 percent, 
a figure which was achieved by the steel industry, if that is the right 
word, in 1932. The top of the vertical scale, 16.0 is the maximum 
‘ate of profit shown by the steel industry during this longterm inter- 
val. The source of the figures for the operating rate, that is, the 
figures on the horizontal scale, is the American Iron and Steel In- 
stitute’s regular data on operating rate. The figures on rate of return 
were compiled by the Federal Trade Commission and brought up to 
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date through the first 6 months of 1957, for us by the Federal Trade 
Commission. 

Incidentally, the figures supplied by the Federal Trade Commission 
are compiled on a company-by-company basis and represent the great 
bulk of the steel industry. To take an example of the way in which 
the chart works, it may be seen toward the left-hand side of the 
chart there is a dot, an observation with the figure “35.” That means 
that in 1935 the steel industry was operating at just slightly less than 
50 percent of capacity, as can be seen by reading down to the hori- 
zontal scale, and its rate of return was just under 2 percent. Now, 
it can be seen that these various observations, that is, the showings 
for the individual years, fall very closely along this black line, which 
is known statistically as a regression line. From a statistical point of 
view, it may be said that there is a fairly “close fit,” a remarkably 
“close fit” of the dots for the various years to the regression line. 
The regression line is a statistically calculated line. Just for the 
benefit of the record, what we refer to as the Pearsonian coefficient of 
correlation, up to the first 6 months of 1957 is 0.91, which is quite 
high. The principal value of this chart is that it shows how close a 
relationship there has been in the steel industry for a long period of 
years between the level of capacity operated—the operating rate— 
and the rate of profit. Roughly speaking, the greater the percentage 
of capacity utilized the higher the profit rate. The chart indicates 
that, roughly speaking, a change of 10 percentage points in capacity 
operated is associated with a change of 2 percentage points in the 
industry’s rate of profit. From the point of view of the price increase 
which occurred after the wage-price settlement in 1956, the observa- 
tion at the top of the chart, the observation for 1957, is of the greatest 
significance. 

Incidentally, I should say that the observation for 1957 represents 
a showing for the first 6 months of the year, based on the data re- 
ceived from the Federal Trade Commission, which we have multiplied 
by 2. According to the data we have received from the Federal 
Trade Commission, the profit rate after taxes for the steel industry 
for the first 6 months of this year is 7.9 on a semiannual basis; assum- 
ing that the income of the steel industry is at least that high for the 
remainder of the year, that would make the profit rate just under 16 
percent. 

Mr. Broven. Are you willing to insure that assumption ? 

Mr. Buatr. Mr. Blough, in your statement to the committee in re- 
sponse to our request for information, it would appear that you seem 
to be very optimistic about the industry’s prospects for the last half 
of the year. 

Mr. Buioven. I made no assumption, however, such as you just 
made. 

Mr. Bratr. That may be. All we have in August is the first 6 
months of the year 1957. Now it will be seen that in the first 6 
months of 1957 the operating rate was just a little bit in excess of 
90 percent. It happened to be 91 percent, roughly. The rate of 
profit, however, was nearly 16 percent. The distance or deviation from 
the regression line of the showing for the first 6 months of 1957 was 
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the greatest in the history of the steel industry as depicted on this 
chart. The showing for the steel industry in the first 6 months of 
1957 was the highest, the most satisfactory from the steel industry’s 
point of view, in history. Now inasmuch as there was a shift dur- 
ing the first 6 months of this year of production away from the tra- 
ditionally higher profit steel 1tems—products like cold-rolled sheet, 
cold-rolled strip, cold-finished bars, and so forth—the production of 
which declined very drastically, there would appear to be nothing 
else to explain this showing for the first 6 months of 1957 other than 
an increase in price in excess of the increase in costs. And it would 
appear that the increase in price would have had to have been signifi- 
cantly greater than the increase in cost. 

I believe that that summarizes everything I have to say about the 
chart. 

I will be glad to answer any questions. 

Senator Kerauver. Let me ask, so I can understand it, this does 
not refer to the United States Steel alone? 

Mr. Buarr. This is the steel industry. 

Senator Kerrauver. This is the steel industry. The dots here 
See the years; is that correct ? 

r. Buarr. Each dot represents a year. 

Senator Krerauver. For instance, the second line shows 1933. 

Mr. Buarr. Yes, sir. 

Senator Kerauver. That year the steel capacity was apparently 
about 34 percent. 

Mr. Buatr. Production as a percent of capacity, if I might inter- 
rupt. 

Senator Keravuver. Production as a percent of capacity was about 
34 percent, and the net profit, that is the return on the stockholders’ 
investment after taxes, was —214) percent or something like that. 

Mr. Buatr. That is exactly right, sir. 

Senator Keravuver. And then going on up the chart, let’s take 1950, 
for instance, the rate of production as percent of capacity at that time 
was about 97 percent apparently and the rate of return about 15 
percent. 

Mr. Buarr. Yes, sir. What is significant here is the fact that while 
they are operating at a lower rate of capacity in the first 6 months 
of 1957, they still had a higher profit showing than they had in 1950 
when they were operating at a higher capacity. 

Senator Krravuver. Is this the rate of profit after taxes of the 
various companies, United States Steel, Bethlehem Steel, Republic 
Steel, Jones & Laughlin, and then a composite of the 4 largest com- 
panies plus 30 other companies, a total of 34 companies from the Fed- 
eral Trade Commission’s records ? 

Mr. Buarr. That’s correct, sir. 

Senator Keravuver. Let’s make the chart an exhibit in the record 
and the report of the Federal Trade Commission on profits also. 
Do you have a copy you can give Mr. Blough and Mr. Tyson? 

Mr. Buatr. I have them right here, sir. 
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(The document referred to follows :) 
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Rates of return on stockholders’ investment for companies in the blast furnaces, 
steel works, and rolling mills industry 
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Mr. Bua. Senator, I was about to make one further qualification 
which perhaps I should have made at the beginning. I don’t think 
it is a significant one. But just to clarify the matter, the profit rates 
for the first 6 months that we have used here are the average, the 
weighted average of course, for the industry’s four largest producers, 
United States Steel, Bethlehem, Republic, and Jones & Laughlin. 
The figures for the preceding years included the profits for those com- 
panies plus some others—26 others since 1947. 

However, the showings for the other firms in the steel industry 
during the preceding years have not been substantially dissimilar from 
the average of the lou largest. In fact in a good number of years, 
I think the majority, they have tended to be somewhat higher than 
the showings for the four largest. 

Mr. Bioveu. I’m sorry, Dr. Blair, I didn’t quite catch what you 
said about the difference in the content of the figures between the two 
periods. 

Mr. Buarr. Since your profit rates for the first 6 months are just 
coming out now, the Federal Trade Commission has not had the time 
to compute the profit rates for the 26 other companies beside the big 
four which are included in the Federal Trade Commission’s profit 
figures for most of the preceding years. 

Senator Kreravver. You mean for the first 6 months of this year? 

Mr. Buatr. Yes, they haven’t had time to compile all of them for 
the first 6 months of this year. I do not believe, however, that this 
failure to include those figures of the 26 other companies causes any 
distortion of the general showing because first, the 4 largest producers 
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represent such a substantial proportion of the industry, and second, 
the profit showings of the other companies have traditionally been 
substantially the same as those of the 4 largest. 

Mr. Buiovuex. Do I understand from that that the steel industry 
here consists of the data for 26 companies? 

Mr. Buatr. The steel industry as represented here consists insofar 
as profits are concerned of the data for 26 companies which, I would 
say, represent—I haven’t looked at the figures recently but—substan- 
tially in excess of 90 percent of the industry’s capacity. 

Senator Keravuver. Then from this Federal Trade Commission 
chart we have the 1956 profit of United States Steel, 12.8; Bethlehem, 
12.8; Republic, 14.3; Jones & Laughlin, 11.7. The average of the 4 
largest companies is 12.9; 30 other companies, 13.8. 

Mr. Buarr. Correction. That should be 30 other, not 26, making 
a total of 34. 

Senator Keravver. In the 6 months, United States Steel, 8.2; Beth- 
lehem, 7.8; Republican, 8; Jones & Laughlin, 5.6. The four largest 
companies’ composite, 7.9. And the Federal Trade Commission has 
not had time to compile the 30 other companies; is that correct? 

Mr. Buartr. Yes, sir. And I call your attention to the fact that in 
the year 1956, the rate of profit for the 4 largest averaged 12.9; that 
of the 30 others averaged 13.8; and the total for the 34 was 13.2. In 
1955, the 4 largest averaged 14.9; the 30 others 14.2; and total for the 
industry, 14.7. These figures show the very close relationship between 
the profit rates of the 30 other companies and the 4 largest. 

Mr. Broven. Mr. Chairman, the document entitled “Rates of Re- 
turn on Stockholders’ Investment for Companies in the Blast Furn- 
aces, Steel Works, and Rolling Mills Industry,” from which you have 
just taken some figures, I believe the figures related to 1956 as the 
full year, and you compared those with the first 6 months of 1957. 

Now,-would you care to compare the same data for the first 6 months 
of 1956 and the first 6 months of 1957 ? 

Mr. Buarr. Yes, sir, we have that, too. 

Senator Kerauver. Will you compare it, then, Dr. Blair? 

Mr. Buiarr. We have immediately available a comparison between 
the second quarter of 1956 and the second quarter of 1957 for United 
States Steel and a number of the other leading steel companies has not 
been typed as yet, but we will get a copy of it typed and it can be made 
available as part of the record. 

Senator Keravver. Let it be made a part of the record, and furnish 
a copy to Mr. Blough. 

(The tabulation referred to is as follows :) 
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5 Includes extra dividends. 
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Mr. Buarr. As far as United States Steel is concerneil, in the second 
uarter of 1956 and the second quarter of 1957 dollar sales of United 
tates Steel were almost the same. They were $1,168.7 million in the 

second quarter of 1956, and $1,170.3 million in the second quarter of 
1957. United States steel production as a percent of its capacity was 
virtually the same as in the earlier period. It was 89.4 percent in the 
second quarter of 1956, and 89.5 percent in the second quarter of 1957. 

The employment cost per ton of ingot production between the sec- 
ond quarter of 1956 and the second quarter of 1957 rose 7 percent. 

These figures, incidentally, are all from United States Steel’s own 
published reports. 

Employment costs per ton of ingot production are up 7 percent; 
employment costs per ton of shipments are up 14.2 percent; yet net 
income per ton of shipments is up 17 percent. 

Senator Keravuver. Does that answer your question, Mr. Blough ? 

Mr. Broven. I would certainly like to check that data. That does 
not sound right to me. 

Senator Krerauver. That has been made a part of the record. But 
my question was, Mr. Blough and Mr. Tyson, that in 1956, after the 
strike, prices were raised $8.50. If, following that time, your profits 
increased, would that indicate that your price raise for your product 
was in excess of the amount necessary to take care of the wage and 
other cost increases ? 

Mr. Tyson. Mr. Chairman, Dr. Blair said that he would be willing 
to answer any questions, and of course there are many questions that I 
could ask of a technical nature. 

Senator Kerauver. Can you answer my question ? 

Mr. Tyson. First, sir, I would like to say that I cannot accept his 
chart. I will not dispute his figures, even though I disagree with the 
statistical method in which they were made, but I felt that in my state- 
ment I had completely rejected, at least from our standpoint, and 
given what seemed to me to be very proper and logical reasons as to why 
return on investment over a period of years in a continuing inflationary 
period was not valid. 

I would like to see Dr. Blair, as long as he has done this for the steel 
industry, to take the 41 major industries that are reported in the Na- 
tional City Bank, and see what may have happened to them over this 
same period in an inflationary period. 

Senator Keracver. We will undoubtedly take quite a number of 
others. Weare just dealing today with the steel industry. 

Mr. Tyson. But I am trying to point out, Mr. Chairman, why a 
relationship of earnings in one kind of dollars to an investment in 
an entirely different kind of dollars is like relating apples and pears. 
There just is no relationship between the two for an individual com- 
pany or companies of an individual industry. 

Senator Krrauver. Mr. Tyson, you pay your salaries and wages in 
the same kind of dollars that you pay in dividends, do you not? 

Mr. Tyson. That is correct, Mr. Chairman, but I do not replace my 
plant with the same kind of dollars that my plant presently represents. 

Mr. Bratr. May I just make a comment in reply to his question, 
Mr. Chairman ? 

Senator Keravuver. Very well. 
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Mr. Burak. Putting aside for the moment, for the sake of discus- 
sion, the measure of rate of return on stockholders’ equity or net worth, 
we can make an interesting comparison reflecting profitability of 
United States Steel Corp., utilizing other measures, between the second 
quarter of 1956 and the second quarter of 1957. 

In the second quarter of 1956 United States Steel 
‘ Mr. Buiovex. Are you speaking of the industry or of United States 

teel ? 

Mr. Buatrr. Iam speaking now of United States Steel. 

Mr. Buoueu. Do you have the same data for the industry ? 

Mr. Buarr. I have the same data for 10 major steel producers, which 
represent the great bulk of the industry. 

fr. Buoueu. May we have that also ? 

Mr. Bua. That is the one which we have just finished preparing 
in longhand form, which we will try to get typed this evening and 
get it into the record. 

Senator Kerauver. As I understand it, this is from information 
submitted by these companies, by these 10 companies, to the subcom- 
mittee ? 

Mr. Buarr. No, sir. All of this information which I am now going 
to state is from their quarterly published reports. 

In the second quarter of 1956 and the second quarter of 1957 the 
United States Steel Corp.’s operating rate, that is, its production as a 
percent of its capacity, was almost exactly the same, 89.4, as against 
89.5 percent. 

But Mr. Tyson objects to the measure of profits employed here, of 
rate of return on stockholders’ investment. Therefore, I am utilizing 
other measures. 

Between the second quarter of 1956 and the second quarter of 1957, 
its income after taxes as a percent of its sales rose from 9.2 to 9.9 per- 
cent. Its earnings per share rose from $1.83 to $2.04. Its dividends 
per share on its common stock 

Mr. Tyson. I beg your pardon, would you please restate the earn- 
ings per share for the first quarter of last year or the second quarter 
of last year? 

Mr. Buatr. I am talking of the second quarter. 

Mr. Tyson. And they went from $1.03 ¢ 

Mr. Buarr. No, sir; [ did not say that. I am sorry, I have to turn 
from one page to another, I am sorry if I did not make myself clear. 
I will restate the showings. The income after taxes as a percent of 
sales rose from 9.2 to 9.9 percent. The earnings per share on the 
common stock rose from $1.83 to $2.04. The dividends per share on 
the common stock rose from 65 cents a share to 75 cents a share; is 
that correct ? 

Mr. Tyson. That is correct. 

Mr. Buarr. Thank you, sir. The significance of those showings, 
again, Senator, is strengthened by the fact that they occurred during a 
time when the operating rate of the United States Steel Corp. was 
virtually unchanged. 

Mr. Tyson. Senator, may I continue to answer your question, 
please ? 
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Senator Keravuver. Let me get this clear. The dot up there on the 
chart for 1957, which is a little above a 16 percent rate of return, is 
based upon the 8.2 percent return for the first 6 months of 1957; is 
that correct ? 

Mr. Brat. No, sir. It is 7.9, the average of the 4 companies. 
The 8.2 is United States Steel Corp. alone. 

Senator Keravver. It is twice 7.9? 

Mr. Buarr. Yes. 

Senator Kerauver. That is the way the dot is fixed for the rate of 
return for the first 6 months of 1957, a little under 16 percent; is that 
correct ? 

Mr. Buatr. And it shows on the chart here, because of the fact that 
a circle was drawn around it, as breaking this grid at nearly 16 percent. 
It is actually, the precise figure, 15.8 percent. 

Senator Keravuver. All right, Mr. Tyson. 

Mr. Tyson. I believe, Mr. Chairman, I had commented sufficiently 
upon the relationship of earnings in one type of dollars to an invest- 
ment which is in an entirely different type of dollars. 

As to the earnings which United States Steel and the industry have 
shown, and I shall answer for United States Steel, our earnings in 
the first 6 months of this year were 9.9 percent of sales as against 9.2 
percent of sales in 1956. 

Senator Krravuver. Those are the figures? 

Mr. Tyson. There is no question or mystery about that. We pub- 
lished those figures, and those are the facts, And it is the first time 
since 1940 that our percentage return has been above that experienced 
for 1940, in spite of the fact that our operating rate at the present 
time was some 12 percent higher than it was in 1940. 

One further point in that connection. Statistically, of course, you 
can take a 6-month period or some other fraction of an entire period 
and multiply it out and come up with a presumed answer. 

Dr. Blair has suggested that we are going to make in 1957 twice 
as much as we made in the first half, and I hope he is right or even 
on the conservative side. 

But, unfortunately, we have to live with the cycle of an entire year, 
and I cannot forecast that the year’s results will be as Dr. Blair has 
stated. 

And as an example of that, I point to 1956, where Dr. Blair himself 
said we made 9.2 percent on our sales in the first half of the year; but 
by the time we got to the end of the year, we had 8.2, or down more 
than 10 percent. 

I am quite certain that he would say, “You had a strike in the second 
half of the year.” 

Certainly we had a strike in the second half of the year, and I hope 
we do not have one now, but this matter of operating rates is the 
determining factor, and what our operating rate for the second half 
of this year will be, I cannot forecast. 

Senator Kerauver. We all understand that. 

Mr. Tyson. I would still hope that our 9.9 percent held up through 
the second half, and if it did, our return in 1957, relatively, would not 
be as good as it was in 1940. 

Mr. Bua. I think I might summarize what I had to say, Senator, 
by stating that, generally speaking, profits can be assumed to be deter- 
mined by three things: first, the margin between costs and price at any 
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given level of output with any given product mix; second, the 
operating rate, as we have here; and third, the product mix. By 
product mix I am referring to the proportion of lower profit produc ts 
produced by a company as compared to its higher profit products. 
In 1956 and 1955 there occurred a decline in the operating rate and a 
shift away from the production of the more highly profitable types of 
steel products, those products traditionally assumed to be the more 
highly profitable types of steel products. Therefore, the showing 
for the first 6 months cannot be attributed to operating rate or to 
product mix. It can be attributed only to an increase in the margin of 
price above costs. 

Mr. Tyson. Mr. Chairman, many I add one thing to my statement 
please on this matter of profits? 

Senator Keravver. Yes, Mr. Tyson. 

Mr. Tyson. In talking of the size of these profits and the relation- 
ship that they bear to various bases, for your information and the 
purpose of the record I would like to repeat 1 or 2 things that I said 
in my prepared statement, which was that since 1940 we started out 
hivod gh the war with a control on prices, and unfortunately control 
was not exercised to the same extent on wages or other things we had 
to buy, and we found ourselves at the end of the war in a position 
where we had been squeezed down to 3-percent profit on our sales 
dollar. 

Senator Keravuver. What year was that? 

Mr. Tyson. In 1943. And we have spent the next decade trying to 
catch up. This is all summarized in my statement. So in relation- 
ship to any years of the thirties or to these abnormal years since 1940, 
many peculiar situations can be highlighted and commented upon. 
But just to get away from these pec liar years for a moment, I would 
like to point out to you that in all of the peace years in the history 
of United States Steel Corp. up to 1941 when it operated at a rate 
in excess of 80 percent, the average for these years being 89 percent, 
the average rate of return on the sales dollar was 13.9 ‘percent, and 
that is an average operating rate of 89 percent. 

Senator Kerauver. Say that again. The average rate of return on 
what ? 

Mr. Tyson. On the sales dollar was 13.9 percent and that I pre- 
sume Mr. Blair, would relate to the 9.9 percent that we earned in the 
first 6 months of 1957, and incidentally our operating rate in the first 
6 months of this year was higher than the average operating rate. So 
perhaps he would say that that 9.9 percent is very low in ‘relation to 
the historical record. 

Senator Keravuver. Very well. Now Just two compilations—— 

Mr. Buatr. Before we leave the chart, Senator, may I put into the 
record two tables showing the shipments of the various types of steel 
products as a percent of their total shipments from November 1956 
through May 1957. The purpose of these tables is to show the change 
in the “product mix away from the higher-profit type of steel products. 

Senator Kerauver. Let it be made a part of the record. 
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(The document referred to follows :) 
United States shipments of steel products, all grades, including ‘carbon, alloy, 
and stainless, by month, November 1956—May 1957 * 
A. SHIPMENTS IN NET TONS 


Uae net tons] 


























Steel products | May April March peel sg January | Decem- Noyem- 

| 3957 1957 1957 1957 | 1957. | ber 1956 |. ‘ber 1956 

$$ | | | — a | ef | SS 
Total semifinished - - -- .--| 402,724 | 358,072 | 436,870 | 360,325 | 380,128 | 398,710 390, 237 
Structural shapes (he av y)-. .---| 613,043 574, 366 614,277 | 532,141 531, 278 514, 402 521, 645 
Plates_._...- ee 917,865 | 875,603 | 881,498 | 763,033 | 776,914} 606,914 774, 907 
Total rails and accessories... 241, 598 231, 565 231,880 | 208,348 223, 575 214, 123 196, 859" 
Total bars and tool steel_- -|1, 004, 546 |1, 030, 280 [1, 145, 466 |1, 084, 547 |1, 179, 904 11, 165, 731 | 1, 218,043 
Total pipe and tubing -__. il, 020, 178 974,482 |1, 034, 064 904, 581 }1, 039, 473 914, 716 931, 395 
Total wire and wire produc o. 327, 222 303, 938 312, 133 287, 307 313, 765 262, 815 298, 009 
Total tin mill products_-- | 349,868 | 874,548 | 809,186 | 628,627 | |, 649, 061 | 405, 562 450, 847 
Total sheets and strip...-....-- |2, 048, 622 \2, 070, 489 |2, 302, 496 |2, 347,141 |2,674, 051 [> 531,970 | 2, 602, 264 

Sheets: 

Het rolled_--.......-..-----| 655, 676 679, 564 752, 641 730, 919 846, 779 825, 723 801, 800 
Cold rolled | 894, 781 907, 181 il, 025, 773 |1, 082, 800 |1, 232, 202 |1, 130, 268 | 1,188, 881 
Total shipments. - -. 6, 972, 091 i 349, 752 |7, 821, 616 |7, 066, 732 |7, 809, 451 |7, 064,093 | 7, 431, 136 





| | | 


B. PERCENT OF TOTAL SHIPMENTS EACH MONTH 





} 


| 








Total semifinished _ bois¢H 5.8 4.9 | 5.6 5.1 | 4.9 | 5.6 5.3 
Structural shapes (heavy) _- 8.8 7.8 7.9 | 7.5 6.8 | 7.3 | 9.0 
Plates 13.1 11.9 11.3 | 10.8 | 10.0 | 8.6 | 10)4 
Total rails and accessories ‘ 3.5 3.1 2.9 | 3.0 2,9 | 3.0 2.7 
Total bars and tool steel | 14. 4 14.0 14 6 15.3 | 15.1 } 16. 5 | 16.4 
Total pipe and tubing oad 14.6 13,3 | 13.2 | 12.8 | 13.3 | 13.0 | 12.5 
Total wire and wire products “ 4.7) 4.1 4.0 4.1 | 4.0 3.7 | 4.0 
Total tin-mill products... } 50) mel] w4) ze] a3 5.8 6.1 
Total sheets and strip.__.._---- 29.4 28.2 29. 4 | 33. 2 | 34, 2 | 39.4 | 35.0 
Sheets: | ' } | | 
Hot-rolled..__ wnbilsencwes| 9.4 | 93 9.6 10.4 | 10.8 | 11.7 10.8 
Cold-rolled __- _- Seep oeii 12.9 12.3 13.1 15.3 15.8 | 18.4 16.0 
Total shipments. ---_.--. | 100. 0 | 100, 0 | 100, 0 | 100; 0 | 100.0 100.0 100.0 





i ye Petal | 


1 Excluding shipments to members of the tdandery for conversion into further finished pibdidiis or for 
resale. 


Prepared by Legislative Reference Service, the Library of Congress. 
Source: American Iron and Steel Institute. Monthly Form AIS 10. 


Mr. Biovueu. Did Dr. Blair state the source of his information with 
respect to what are and what are not the higher profit items? 

Mr. Buatr. That is based upon a traditional view that the cold- 
finished products are more highly profitable than the hot-rolled 
products. 

Senator Keravuver. That is, they sell for more, you mean ? 

Mr. Buarr. The margin between cost and price is greater. They are 
more profitable to produc e at the selling price which has obtained 
for many years. 

I should say at this point, as Mr. Blough is aware, we tried very 
zealously to get from Mr. Tennant the actual unit cost figures of 
United ‘States Steel broken down by type of cost and by type of 
steel product. 

Mr. Bioven. That’s right; and we considered them confidential and 
we still do. 

Mr. Bratrr. This information would have provided a definitive 
answer to this as well as to a number of other questions. 
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Mr. Broveu. I just wanted to point out that you are making an 
assumption, and like some of the other assumptions that are being 
made, I wouldn’t continue to make any traditional assumptions if I 
were you, Dr. Blair. 

Senator Keravuver. Mr. Blough, if you won’t give us the informa- 
tion, then we have to use the best sources we can get. We asked for 
this unit cost information and you wouldn’t give it to us. 

Mr. Broueu. The figures are confidential and I would much rather 
have Dr. Blair use his traditional assumption, erroneous as it may be, 
than to try to supply figures to you which I consider confidential. 

Senator Kerauver. We are using the second best evidence. We 
asked you for the prime, absolutely definitive, evidence, but you re- 
fused to give it to us because it is confidential—and we will discuss 
that later—so we used the second best evidence. 

Mr. Brover. At a convenient time I would also like to comment 
on Dr. Blair’s presentation, but I will wait until he has concluded. 

Mr. Briar. And also, Senator, may I put into the record that part 
of the reply of United States Steel to our letter of inquiry in which 
they indicated their expectations as to the level of operations and 
market demand for the last 6 months of 1957 ? 

Senator Keravuver. Can you put our questions to them and their 
entire reply in the record ? 

Mr. Buarr. Yes, sir. 

Senator Keravuver. That will be better. 

(The material referred to may be found in the appendix on p. 997.) 

Senator Keravver. I would like to give a summary of page 10 of 
Mr. Tyson’s exhibit. Under income or loss since 1910, the staff ad- 
vises me that they have added up the income and subtracted the loss, 
which is net income after taxes, $4,890 million; the preferred stock 
dividend is one billion one hundred eighty-four million point four. 
Payments on common-stock dividend, one billion nine hundred six- 
teen million point zero. Amount reinvested in business, one billion 
seven hundred ninety million point five. Total of all dividends, 
approximately three billion point one. 

Mr. Birouex. Mr. Chairman, would you be kind enough to asso- 
ciate in the record the total of all products and certain services sold, 
the total of all employment costs, the total of all products and serv- 
ices bought, the total of the wear and exhaustion, the total of the 
interest and other costs on debt, and, also, I would very much like to 
have in the record at the proper place the return, the percent of in- 
come on sales, sir. Since we are going from 1910 down to 1956, I’d 
be glad to read those into the record right now, if you would like 
them. 

Senator Kerauver. All these items, if you wish, on page 10 of the 
exhibit will be totaled up, or, if you total them up, we will take 
your figures. 

Mr. Buoven. I am only trying to bring out the fact, Mr. Chair- 
man, that adding together a lot of data from year to year may try to 
emphasize the size of United States Steel, but it doesn’t emphasize, 
it doesn’t properly delineate, the service that United States Steel 
performs in the United States of America, unless you bring out the 
other data, also. 

Senator Keravuver. Very well, I think it is right todo that. Noone 
suggests that you and the other steel companies are not doing a great 
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service to the United States. You all are tremendously important to 
our economy, of course. 

Mr. Cuumeris. Mr. Chairman, will the exhibits to Mr. Tyson’s 
booklet be included in the record ? 

Senator Kerauver. They have been ordered to be printed in the 
record, and in the record we will put the totals of all of these figures. 

(The totals referred to follow :) 


Bxursir I 
United States Steel's financial story, 1910-56 
{Dollars in millions] 


NE I SU WC oo sus iss ntsc oti apes eaeiema eh aia aciggig eauniirnaee $67, 719.5 
PUINE CONUS. on no ened nega ga >ieibaiee eneee 28, 084. 8 
Products and services bought... SSS ee eae 24, 206. 6 
Witeem eee. el uations sisi eke th iio ease) epee 4, 342.7 
Tntevent, aid. OCDOr: SOG88 OR: BO iin nnienire hig tren Heed eecbinerrrmen 721.6 
I IO el Ca cere atatatat dinahtllen catntathaaaaintininaes 5, 472.9 
IE GE Waa ca ns iterate oncoancy eget pn taeda Gaga en eeiah etna ee eine oeintaee e e 4, 890. 9 
peeterred-eteck 'Gividen@ui ci. oie el a 1, 184. 4 
Damemntetec!: Gividend ns cascncs paces sen catanipiigwied_las 1, 916. 0 
Bemmnestad. .1n . the, DUGG nice bie ai sane leer 1, 790. 5 


Senator Kerauver. Anything else, Mr. Blough? 

Mr. Bioven. Yes. I wish you would turn to exhibit VII of Mr. 
Tyson’s statement, on page 17. We have heard a lot about profit 
percent of net assets of the steel industry. Now, that exhibit shows 
the profit percent of net assets for 41 manufacturing industries for 
the year of 1956. 

Senator O’Manonry. When was that published by the First Na- 
tional City Bank of New York? 

Mr. Buiovueu. It is published in the early part of-— 

Mr. Tyson. April of this year, Senator. 

Mr. Brover. April of 1957. Senator, it is a series which has been 
running for some time. It is published every year, and, if you would 
like a complete copy of the whole series, we would be glad to furnish 
it to you. 

Senator O’Manoney. I am familiar with it, but I would like to have 
acopy. I suggest, Mr. Chairman, that the tabulation from the eco-- 
nomic letter of the First National City Bank of August 1957 be made a 
part of the record in connection with this statement. 

Senator Keravuver. It is so ordered, and will be made a part of the 
record. 

(The document referred to may be found in the appendix on p. 968.) 

Mr. Buoven. The point [ now wish to make is that the profit per- 
cent of net assets, however faulty a measurement that may be, and Mr. 
Tyson has pointed that out and I think before the hearings are con- 
cluded will have other occasions to point out that it is not only faulty, 
it is misleading. 

But however that may be 

Senator Kerauver. We didn’t use net assets. We used stock- 
holders’ equity, net worth. 

Mr. Buover. What you are doing, you are valuing United States 
Steel’s physical assets at shall I say prehistoric dollars. 

Senator Keravver. Isn’t that the way all industry does it, and 
farmers also? 
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Mr. Bioueu. For the purpose of comparing 

Senator Kerauver. Answer my question, Mr. Blough, Isn’t that 
the way all industries have to do it, including farmers and business- 
men ? 

Mr. Bioven. Mr. Tyson would like to answer that and then I would 
like to comment. 

Mr. Tyson. Industry may do it, Mr. Chairman, but the industry 
that rents its buildings instead of owning them doesn’t have this 
problem, and those which have the assets of average lives throughout 
the industry do not have the problem. 

For example, the average life of all physical capacity in the country 
is in the area of 13 or 14 years as against our 25 years, so we have 100 
percent more opportunity for the effects of inflation to hit us than 
_ the average for all industry. 

Mr. Biovueu. The point should be emphasized that the heavier and 
the longer investment of the industry, the more difficult is the prob- 
lem. But entirely aside from that, [ just want to make this simple 
yoint and then I will conclude this little phase. Instead of United 
States Steel being at the top of the list, excuse me, instead of the steel 
industry being at the top of the list of these 41 manufacturing indus- 
tries, it stands No. 17. 

Senator Kerauver. Yes; we see that, and pursuant to Senator 
O’Mahoney’s suggestion, we will get the names of these other indus- 
tries. But in terms of actual profits, Senator Dirksen put in the For- 
tune Directory yesterday, and you referred to it. The rank of the 
companies in the United States is General Motors, Standard Oil, Ford, 
United States Steel, General Electric, on net profits, is that not true, 
sir? 

Mr. Broven. I think you.are probably stating that correctly. I 
would have to check it. 

Senator Keravver. That is on page 2 of the Fortune article. 

Mr. Broven. I don’t happen to have that in front of me. 

Senator Kerauver. You have it there, page 2. 

Mr. Buoven. Our profits in—Are you talking about the rank ¢ 

Senator Keravver. Net profits? 

Mr. Brovexr. Are you talking about the rank? 

Senator Kerauver. Yes, sir. 

Mr. Bioven. Are you talking about the total dollars? 

Senator Keravuver. Talking about the rank, in terms of total dollars 
of net profit. 

Mr. Buioven. The total dollars there, Mr. Chairman, were $348 mil- 
lion, and as we pointed out, that was 8.2 percent of our sales. The 
next total dollars above us is about $383 million, and then there are 2 
companies $808 million and $847 million, so there is quite a wide 
disparitv in profitability of United States Steel with these other 
companies. 

But again I want to emphasize that the point I was making in 
my opening statement, and I still make, and the point which I hope 
you will understand, and that is that we rank 123d on the basis of sales 
out of those 500 corporations, and we rank 243d on the basis of in- 
vestment out of those 500 corporations. That is not a pleasant posi- 
tion for us to be in and we hope we can do something about it. 
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Senator Kerauver. Now that you have the Fortune summary at 
page 2, did I not state it correctly that in terms of net profits, you 
rank fourth, General Motors being first, Standard Oil second, Ford 
third, and United States—— 

Mr. Bioveu. If you are talking about 

Senator Kerauver. Mr. Blough, excuse me please. United States 
Steel fourth. That is in the last column on page 2; is that correct? 

Mr. Bioven. If you are talking total dollars, that is correct. 

Senator Kerauver. I am just talking about what is here in this 
article, Mr. Blough. 

Mr. Bioven. You are correct so far as total dollars are concerned, 
and I am correct also with respect to return on sales and return on 
net assets. 

Senator Krravuver. Senator O’Mahoney, we had in mind recessing 
until 9: 30 Monday morning. 

Do you have any questions to present at this time? 

Senator O’Manoney. Not at the present time. 

Senator Kerauver. We will stand in recess until 9:30 Monday 
morning. 

Monday morning we meet in room 424 which is the regular Judiciary 
Committee room. 

(Whereupon, at 12 noon, the hearing was recessed, to reconvene at 
9:30 Monday, August 12, 1957.) 
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MONDAY, AUGUST 12, 1957 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9: 40 a. m., in room 424, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Wiley, and Dirksen, 

Also present: Senator John A. Carroll, of Colorado. 

Paul Rand Dixon, counsel and staff director; Dr. John M. Blair, 
chief economist; Peter Chumbris, counsel for minority; Carlile Bol- 
ton-Smith, counsel to Senator Wiley; Dr. Paul H. Banner, economist ; 
Dr. E. Wayles Browne, Jr., economist; and Ken Hechler, administra- 
tive aide to Senator Carroll. 

Senator Kreravuver. The committee will come to order. Senator 
Dirksen, do you have something that you want to say ? 

Senator Dirksen. Mr. Chairman, the other day I submitted some 
comment on the qualifications of the census report. We had not quite 
completed preparation of it at the time, so it didn’t appear in the 
transcript of that hearing. I will submit it for inclusion today. 

Senator Keravuver. Let it be made a part of the record. 

(The pertinent portions of the subcommittee report, pp. 1-6, and 
Senator Dirksen’s comments may be found in the appendix on p. 923.) 

Senator Keravver. I know it is the hope of all of us, including the 
witnesses who have given us their time to appear here, and everybody 
else, to get information as quickly as votidibile on the pertinent issues 
before the committee so that we can reach some of the other industries 
that we hope to hear. 

While our hearings have gone very well, I do hope that we can get 
down as precisely as possible to the points of information that we are 
interested in. 

This is, of course, a very important matter for the public, for the 
steel companies, and for the Congress. We have had 2 price increases, 
1 of $8.50 a ton, 1 of $6 a ton, in the last 12 months. We have had 
two increases in wages. These events are part of the inflationary 
trend in the Nation today. 

We will try to make our questions as direct as possible. Mr. Blough 
and Mr. Tyson, I know that you will try to give us as direct informa- 
tion as you possibly can. 

One thing, in considering the other witnesses we are going to have, 
we do want to have a representative of the United Steel Workers who 
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has been invited to testify. We want to have as balanced a hearing 
as possible. 

Some question has been brought up about Dr. Backman, of New 
York University. We have these two pamphlets that he has submitted 
and which have been made exhibits. May I ask, Mr. Blough, is this 
just a study by Dr. Backman in connection with his work at the uni- 
versity, or was he paid to prepare this? 


STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F. SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIALS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C. JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP.—Resumed 


Mr. Biovex. This was prepared for us, and we intend to compen- 
sate him for it. 

Senator Krerauver. I mean, the information here was gotten up for 
you, and he was compensated for it? 

Mr. Buioveu. That is correct. The information here was gotten up 
for us, and we intend to compensate him for it. 

May I say that Dr. Backman is considered one of the outstanding 
authorities in the country in the field of pricing, and I believe that his 
information is something which the committee would certainly want 
to take into account in connection with its deliberations. 

Senator Kerauver. His analysis may be perfectly correct, and I do 
not question that. I know he isa very eminent man. The economists 
we have had previously were not employed, either by labor or by man- 
agement. They were just here as public witnesses. 

Whether an economist is paid or employed by a company or a union 
is a matter that we would want to consider in trying to balance our 
hearing. I have not had a chance to study all of these fully as yet. 
We will do so and make some decision about it. 

Mr. Buovex. I would just like to remark, Mr. Chairman, that the 
fact Dr. Backman is compensated in no way detracts from his inde- 
pendence asascholar. He is, as I said, one of the outstanding scholars 
of the country. 

Senator Keravuver. We know that to be true, but I am sure you 
would want to know whether an economist who came here to testify 
was employed by the United Steel Workers or whether he was just 
appearing as a public witness. 

Mr. Bioven. I think that is correct, Senator. 

Senator Kerauver. And in deciding the number of witnesses that 
we can have, we want to know whether they are representing steel or 
whether they are representing the public or whether they are repre- 
senting the steelworkers, in order to try to get a balanced hearing. 
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Mr. Buioven. I think that is correct. But I do not think we should 
overlook the fact that one of the economists that testified here, since he 
testified has been appoined, I believe, the chairman of the National 
Democratic Committee on Consulting Economists, and I assume that 
has no political overtones, but I think it is well to consider all aspects 
of economic testimony. 

Senator Kerauver. I hope all the economists who testified are active 
in one political party or the other. But they were selected as public 
witnesses, and I think they did give a fair and balanced presentation 
of what we were getting at at that time. 

On Saturday, Mr. Tyson, on the first page of your statement, and 
again in exhibit 2 at page 11, you said: 

* * * what we have to pay to or for our employees. In 1956 this one cost alone 
was 39.7 percent of our sales. 

That is also set forth at page 11 in your exhibit. 

I asked you, when you said that, if this represented all costs, pensions, 
and retirement, not only of production workers but executive officials, 
administrative employees, salesmen, I assume, and everybody else. I 
asked you to break that down to give us the percentage of cost of pro- 
duction workers that came under the United Steel Workers’ contract 
as distinguished from the others. 

Do you have that this morning ? 

Mr. Tyson. Mr. Chairman, we furnished a statement to the staff of 
the committee in answer to a request, breaking down the employment 
costs for goods sold and general administrative expenses; and out of 
the 39.7 percent, approximately 35-plus percent was in cost of goods 
sold, and 4 percent was in selling, general administrative. 

So that in all of your selling and all of. these other figures, they 
are comprehended in that 4 percent out of the 39.7 percent. 

Beyond that 

Senator Keravuver. Let me see if I understand that, Mr. Tyson. 
Thirty-five percent of the 39.7 percent is comprehended in what? 

Mr. Tyson. In cost of goods sold. That would be direct costs in 
the production of the product. 

I must correct that. I was quoting from memory. This 39 per- 
cent of the sale dollar representing employment costs is, in relation 
to total costs, 43 percent; and out of the 43 percent, 35 percent of the 
wages and salaries are in cost of goods sold, and 2.4 percent are in 
general administrative and selling expense. 

Now, those are direct wages and salaries, and this is a statement 
which was furnished to the staff. 

Senator Krerauver. The statement that was furnished to the staff 
on August 6, 1957, will be made a part of the record at this point. 

(The statement referred to is as follows:) 


UNITED STATES STEEL Corp., 
New York, N. Y., August 6, 1957. 





Dr: Joun M. Buarr, 
Subcommittee on Antitrust and Monopoly, Washington, D. C. 


DeaR Dr. Biatr: Attached are copies of a schedule showing cost items and 
percentage of total costs for the year 1956 for the United States Steel Corp. 
This schedule supplements schedule No. 5 submitted on July 26, 1957. 

Very truly yours, 
W. A. WALKER. 
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United States Steel Corp.: Cost items and percent of total costs year 1956 





Cost items Amount Percent 
(millions) 
Employment costs: 

Wages and salaries in: 
I eee $1, 361.5 35.1 
General administrative and selling expenses --.................-.----- 94.1 2.4 
8. amelie raga 9 peal Read satan tel eapate entice 125. 2 3.2 
en CPI, Ea eed on cohebidenddardaakitnn ded 39. 8 1.0 
Insurance and other employee-benefit costs__.........-.--.-----.-.------- 60. 4 1.6 
PE Mash hin ds dtahdketn ctimenkakndoe dpi dcmakbbhintdint dedtth t, Seindbea 1, 681.0 43.3 


Products and services bought: 




















I I he ence ame sannn NR Te 
net increase in inventories and costs applicable to future periods. 06-8. wu Aéccames 
els SEAM alate bb bnensnwnr sdbuddbeeedbbcathbbencewwewcnseiuae 1, 422.3 36.6 
Included in general administrative and selling expemses.._..........-.--- .2 1.7 
Ta teenie i ie sete cee Late cect eed ching 1, 487.5 38.3 
Wear and exhaustion: Nae | 4: 
Oe OE EE, EE EE a 147.0 3.8 
Amortization of emergency facilities. ...............-...---.-.-.--------- 140. 2 3.6 
POR GE) WER OF DOORIT OE aan 5 os nticteiwrdiein dns lenntmecsviccerene- i, dateesist- 9.6 2 
Total_._... Lad dhabbebisddh dhidliin td binds debdedhdmbnbdehibapmidisdsadtdoos 77.6 7.2 
Interest and other costs on long-term debt...........--..--.-.-----...------- a. 2 
Taxes: ce tat 
ee I eRe ek dU cium aisenburecccupepes 13.8 4 
Other State, local and miscellaneous taxes--_.......---...------------.-- 82.2 2.1 
Estimated United States and foreign taxes on income.._............-...- 331.0 8.5 
I a i I i i teil i clea i 427.0 11.0 
tet Ss ee goers eis toi sti ss ost ol snateitandasieind 8, 880.8 100.0 


Senator KerAuver. I do not understand. What has been in the 
paper and what you have stated and what Mr. Blough has stated is 
that the 6-percent increase in employment costs under the United 
Steelworkers contract was the principal reason for the $6 increase 
per ton in cost of steel. 

Is this 35.1 limited to production workers under the United Steel 
Workers contract ? 

Mr. Tyson. No, Mr. Chairman, it isnot. It includes all of the peo- 
ple who are engaged in the production of our product for sale. 

As I pointed out on Saturday—— 

Senator Keravver. I asked you, Mr. Tyson, if you would get us 
those who were covered under the United Steel Workers contract. 

Mr. Tyson. Mr. Chairman, I do not have a breakdown, and it would 
take quite some time to get up a breakdown of that portion of wages 
and salaries or employment costs which are applicable to a oateindtat 
group of people. 

We certainly do not keep our books in any such fashion. The im- 
portant thing to us is what it costs us to produce a product, and 
whether they belong to the Steel Workers Union or some other union, 
or to no union at all the cost of those employees still represents a part 
of the cost of producing the product. 

So in order to break down that information for you for any par- 
sere period is something that I could not get in any short period 
of time. 

Senator Keravuver. Mr. Tyson, Mr. Blough said in his statement, 
and it has been widely advertised in the papers, that your 6 percent 
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increase to the steelworkers resulted in a 4-percent or $6-per-ton 
increase in the price of steel. 

If you cannot give us those figures, how can you make the previous 
statement ? 

Mr. Tyson. If I may speak for Mr. Blough in part 

Senator Kerauver. Just try to tell me, answer my question, if you 
can. 

Mr. Tyson. We must get the premise straight, I believe, first, Mr. 
Chairman. The release that was put out by Mr. Blough did not state 
that the increases to the steel workers alone would increase our total 
employment costs 6 percent. The release says, and I quote from it: 

Increases in wages and benefits that were provided for in its 3-year labor 
agreement reached with the United Steel Workers of America last summer will 
take effect beginning next Monday, July 1. The increases occurring on that 
date will raise United States Steel’s employment costs about 6 percent to an 
alltime high. 

Later on in the release it talks about the contract itself, and then 
it says, and I quote: 


In addition to these increases— 


this is following a detailed explanation of the increases occurring as 
a result of the wage agreement, and it says: 





In addition to these increases in United States Steel’s employment costs, 
other increases will result from similar and simultaneous adjustments in the 
pay of salaried employees who are covered by labor agreements signed last 
summer, as well as from appropriate increases to other salaried employees. 

And all of those increases were timed and take‘effect as of the same 
date, July 1. So it is all of those increases together that represent 
the 6-percent increase in employment costs. 

: 

Senator Krrauver. Mr. Tyson, I am glad to have that explanation. 

In the medium of communication, the general impression was that 
as a result of the steel workers contract increase, you were raising the 
price of steel $6 a ton. 

Your company statement on June 27 starts out: 

Increase in wages and benefits that were provided for in its 3-year labor 


agreement reached with the United Steel Workers of America last summer, will 


take effect beginning next Monday, July 1, United States Steel Corp. announced 
today. 


The increase occurring on that day will raise United States Steel’s employ- 
ment cost about 6 percent to an all-time high. An accompanying increase averag- 
ing about 4 percent in its carbon and alloy steel prices was announced at the 
same time by United States Steel. 

My question is, doesn’t that give the impression that your increase 
to the steelworkers was the principal reason for increasing your sell- 
ing cost by 4 percent in carbon and alloy steel ? 

{r. Tyson. It certainly is not intended to give any such impression, 
because it was not limited to the steelworkers, and the paragraph was 
also put into the release explaining that it wasn’t only the wage 
earners. It was the salary workers covered by contract as well as 
salary people who were covered by no contract. 

Senator Dirksen. Mr. Chairman, since that was referred to, I sug- 
— put that release in the record and let the language speak for 
itself. 

Senator Kerauver. Very well, the release will be made a part of the 
record. 
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Mr. Tyson. We will supply a copy, Mr. Chairman. I believe that is 
marked “file copy.” We will give you a copy of it. 

(The press release referred to may be found in the appendix on 
p. 945.) 

Senator Kreravuver. Mr. Tyson and Mr. Blough, what we are try- 
ing to get at is how much your cost was increased as a result of the 
United Steelworkers’ contract, and whichever way we can get at it 
is the way we would like to see it. 

Mr. Blough, you are the chief representative here. Can you answer 
the question ? 

Mr. Buoven. Yes, I’d be happy to try to answer your question, Mr. 
Chairman. I think 78 may be under a misapprehension about the 
effect of the steelworkers’ contract. 

First of all a very high percentage of the employees engaged in the 
steelmaking end of our business, belong to the United Steelworkers 
of America. I have forgotten the exact percentage, but the total 
number probably approximates two-thirds of all of our employees, 
so you see it is a very substantial factor. 

enator Kerauver. I know it is substantial, Mr. Blough. I am 
trying to get how much was your increase in cost as a result of the 
contract you signed with these two-thirds of your employees. That 
is a simple question. 

Mr. Buiovueu. I am trying to explain that. The second thing 

Senator Kerauver. Mr. Blough, if you will just give us the figure 
and then explain afterwards. 

Mr. Buioveu. The figure is 6 percent. 

Senator Keravuver. Six percent of what? 

Mr. Biovexu. Six percent of the employment costs engaged in steel- 
making operations, approximately. 

Senator Keravver. Is that the steelworkers that you are talking 
about ? 

Mr. Buovueu. I am talking about the steelworkers, that is correct. 

Senator Kerauver. Then let’s get it now. Your cost was increased 
by 6 percent by virtue of the increased amount you paid the steel- 
workers, is that correct, additional ? 

Mr. Broven. If I understand you I think the answer is correct. 
You appreciate, don’t you, that the cost of producing steel also in- 
volved, for example, mining labor. 

We have the steelworkers’ union in the mining industry and we have 
the steelworkers’ union in various aspects of our operations. Now, I 
would also like to point out that if the purpose of the question is to 
infer that the steelworkers’ union increase has no effect upon the 
compensation which we pay our other employees who are associated 
with the steelworkers, then I would have to say it does have an effect. 

Senator Kerauver. I hadn’t suggested that, Mr. Blough. What 
I want to get at if I can, you have here the figure of 39.7, and you 
say in your statement, Mr. Blough, on the mimeographed copy that 
I have, on page 11: 





In these hearings, Mr. Chairman, we are prepared to present the whole 
financial story of United States Steel as it stands today after 17 years of in- 
flation, the facts about our costs, our prices and our profits. 

I just want to know how much your costs were increased this year by 
virtue of the contract that you signed. 
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Mr. Biovues. When you are talking about costs—— 

Senator Krerauver. With United Steelworkers. 

Mr. Biovucu. When you are talking about cost increase you are 
talking about the costs of steelmaking. If you are talking about that, 
then the effect of increasing the steelworkers was No. 1 to increase our 
employment costs in that area of 6 percent and in related areas 6 
percent, so our costs in steelmaking have gone up approximately 6 
percent as we said. 

Senator Krravuver. Let’s get it straight, and I am just trying to get 
the facts, Mr. Blough. Your overall increase in costs was 6 percent 
as a result of the increased amount that you are paying the United 
Steelworkers under their contract ? 

Mr. Broven. I thought we were referring to steelmaking costs. 
The price increase we are talking about relates to steelmaking. 

Senator Keravver. I am talking about 

Mr. Buioveu. If you are referring to steelmaking, Mr. Chairman, 
this is approximately correct. 

Senator Keravuver. I am talking about the increased amount that 
you paid the United Steelworkers pursuant to this contract. How 
much did that increase your costs? That is the question. We will 
get to the others later. 

Mr. Bioven. I am trying to clarify it for you. 

Senator Keravuver. Stay with the question, Mr. Blough. 

Mr. Buiovuen. As I understand it the effect is the 6-percent in- 
crease—— 

Senator Keravuver. Not the effect. I want to know how much your 
costs were increased as a result of the contract with wage increases 
for the United Steelworkers. 

Mr. Tyson. Mr. Chairman, I mentioned 

Senator Kerauver. Mr. Blough was going to answer the question. 
It is a simple question. 

Mr. Tyson. I do not believe Mr. Blough has the percentage. I 
think I can give it to you. 

Senator Krrauver. Let’s see if Mr. Blough can’t give it now be- 
cause Mr. Blough is the one who made the statement here that he was 
going to give us all the facts. 

Mr. Biovueu. First of all, Mr. Chairman, I will try to answer every- 
thing Ican. I want to make it clear to you that when I said I would 
give you the facts I didn’t mean that I would personally have every 
detail, and I would certainly claim the privilege and do claim the 
privilege of having others here answer certain of your questions. 

Senator Krravuver. This is what your release is about, and what 
we have been talking about, so the question is how much were your 
costs increased, how much additional money that you had to pay as a 
result of fhe contract that you signed with the United Steelworkers. 
How much additional did you have to pay them ? 

Mr. Biover. On July 18 we submitted to you, to your committee, 
a statement which reads as follows: 








On July 1, pursuant to the 3 years’ labor agreement entered into August 3, 
1956, United States Steel’s employment costs were increased about 6 percent or 
approximately 21 cents per hour. 

Senator Kerauver. That doesn’t say how much costs were increased 
as a result of what you have to pay to those covered under the con- 
tract, asa result of the contract. ‘That isthe question. 
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Senator Witry. I suppose that means all employment costs. Is 
that what you mean ? 

Mr. Broven. If I understand the Chairman, Senator Wiley, he is 
assuming that the only cost increases that we incur 

Senator Keravver. No, I am not:assuming that, Mr. Blough. We 
will get to the other cost increases. I want to get to the first one that 
we have been talking so much about. 

Mr. Broueu. May I complete my statement ? 

Senator Krerauver. How much was it 

Mr. Bioven. May I finish my statement ? 

Senator Kerauver. Let me get my question clear. Don’t say I am 
assuming something that I am not, Mr. Blough. We will get to the 
other increases after a while, but how much additional did it cost 
United States Steel for those covered under the United Steelworkers’ 
contract as a result of your increase in wages to them recently? ‘That 
is a plain, simple question. 

Mr. Bioven. And my answer is plainandsimple. It is 6 percent. 

Senator Keravuver. You stand on that ? 

Mr. Buioven. I stand on the 6 percent of our employment cost that 
is engaged in steelmaking. 

Senator Kerauver. No, Mr. Blough. Let’s not get off the subject. 
I want to know how much of your increased cost, your increased total 
cost, either in millions of dollars or dollars per ton, was the result of 
the contract you signed with the United Steelworkers. 

Mr. Bioven. You now mention dollars per ton. I was trying to get 
at that by referring to material which we previously furnished you. 
We told you what that was in that material. 

The 6 percent employment cost increase is equivalent to $3.50 to $4 
per ton of finished steel product. 

Senator Kreravver. But Mr. Blough, I haven’t been able to get you 
definite on the $6 per ton cost. You say that is overall employment 
increases. I want to know how much your costs were increased as a 
result 

Mr. Broven. In steelmaking ? 

Senator Kerauver. No; as a result of the amount you paid to the 
steelworkers in the second year of the contract. 

Mr. Broven. I suppose if you are trying to get at the overall cost 
that we paid the steelworkers, you would have to take 6 percent of 
their average employment costs of steelworkers, which incidentally 
is the highest employment costs that we have in the corporation ap- 
proximately, with a few exceptions. What you would have to do 
would be to take the total number of steelworkers that belong to the 
union, and multiply that by 6 percent, but that does not in any way 
approximate the answer, the real answer to your question, because as 
I pointed out many times, as Mr. Tyson tried to point out, if you 
increase one segment of your employment costs, you will increase 
another segment of your employment cost, and it is just as sure as 
night follows day, and when we increase our employment costs in 
one spot, we find that all of our employment costs go up. 
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Senator Kerauver. Mr. Blough, we can get to that in a little bit 
but my question is, and I thought it would be a very simple one for 
you to answer because everybody has talked about the amount that 
the steelworkers got, and I will ask it again. 

How much were your costs increased by virtue of the increased wages 
you had to pay the workers covered under the contract? 

Mr. BioucH. Mr. Tyson has made a rough calculation of the rela- 
tionship between the cost which is applicable to members of the union. 
That is what you are referring to, members of the union ? 

Senator Kreravuver. I am talking about the steelworkers’ union. 

Mr. Bioven. And the cost which we incurred as a result of the 
union contract, and the relationship is about 4 to 5. In other words, 
about 80 percent of that total cost would be in the membership of the 
union. 

I again amphasize that that is not the total costs that we incur as 
a result of increasing 80 percent of our costs. 

Senator Dirxsen. Mr. Blough, I take it the point you are trying 
to make is this: That while some of your employees are not covered 
by the steelworkers’ contract, their pay is nevertheless affected when 
you do negotiate a contract? 

Mr. Biouex. No question about that. 

Senator Kerauver. Mr. Blough, this should be a very easy figure 
for you to get, and if you have it here, we want it. If you do not 
have it, we would like to have it next time you come. I thought Mr. 
Tyson understood that this was what we wanted on Saturday. How 
much were your costs increased by virtue of the increased wages you 
had to pay to workers covered by the United Steelworkers’ contract? 

Mr. Buiovuen. The answer is 80 percent of the 6 percent. The ans- 
wer is 80 percent of the 6 percent. 

Senator Kerauver. Can we get the amount? Can we get it in 
dollars? We would like to have it out of your books, Mr. Blough. 

Mr. Biovucn. We will try to furnish that to you at our next session. 

Senator Kerrauver. Which will be on Thursday. Now I had 
thought, Mr. Blough, in that connection that when you entered into 
a contract, a large contract like this, with the United Steelworkers, 
which affects you and them and the public, that you would have quite 
readily the exact amount that new contract was going to cost you. 

Do you not have that readily ? 

Mr. Bioueu. It is the 80 percent of the 6 percent. 

Senator Kerauver. I know, but I am talking about dollars. 

Mr. Bioven. Well, I will have to furnish you the dollars and I 
don’t have it at hand. I again point out to you that we try to conduct 
our business on the basis of realism and not on the basis of expecting 
that if we increase a part of our costs, our other costs will not increase 
also. Now we know it will. Therefore, we take a look at our total 
cost effects and not just a partial aspect of them. 

Senator Kerauver. We will expect this on Thursday, but as of now 
you say that 80 percent of the 6 percent went to the steelworkers, is 
that correct, is that the latest that you have? 

Mr. Buiovexr. That’s correct. 
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Senator Keravuver. I would take it then that would mean as of 
now, 80 percent of the 35 percent that Mr. Tyson was talking about. 
Mr. Broven. Mr. Tyson will have to answer about the 35 percent. 

Mr. Tyson. That is roughly correct, sir. 

Senator Keravuver. Mr. Blough, you said in your statement that you 
had no idea just what an “administered price” is. That is when you 
were talking as an old iron puddler. 

I think a chart put into the record at this point might show the 
difference between what we are talking about as an administered price 
and a price in an industry where supply and demand freely sets the 
price. This chart I show you now has been prepared by the staff show- 
ing the price behavior of the wholesale price of pig iron, basic, from 
1947 through the first half of 1957 and the wholesale price of steel 
scrap which is competitive and not an administered price industry. 
The top part shows the amount of steel production during these years. 

It will be noted that in the bottom part here that when steel produc- 
tion went down in 1949, the price of scrap went down very substan- 
tially. 

Ea contesit; the wholesale price of pig iron remained constant at 
about 112 or 114 0n this chart. Again, in 1954 when steel production 
went down substantially, the price of scrap went down, but the whole- 
sale price of pig iron stayed about the same and then increased. Then 
it will be noticed that at the present time, in the first half of 1957, 
there seems to be some decrease in steel production. There has been 
a decrease in the price of scrap steel. 

Senator Keravuver. There has, however, been an increase in the 
wholesale price of pig iron. Does that make any clearer, Mr. Blough, 
what we are talking about ? 

Mr. Biovex. Not to me, sir. 
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(The chart referred to follows:) 


COMPARISON OF TREND OF PRICE AND 
PRODUCTION IN THE STEEL INDUSTRY 


STEEL PRODUCTION, PRICE OF PIG IRON, BASIC 
& PRICE OF STEEL SCRAP, 1947-57 
(1947 - 49 =100) 
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Senator Krrauver. It doesn’t make it any clearer to you? 

In your testimony the first day that you were here, you were asked 
about setting the price at $7 or $8 and you said that $6 represented 
your best judgment. 

It is on page 476: 

Mr. BLoveH. In the light of all the factors it was our judgment that the price 
that we raised steel on July 1 was approximately the price at which it could 
have properly been raised at that time, and I want to make it clear that what 
I am now indicating to you will be fully explained in our future testimony. 

The point I want to ask you about, Mr. Blough, is when you talked 
about best judgment, does not the indicate as Dr. Means says, you 
have a so-called area of discretion in which you can use your judg- 
ment ? 

Mr. Bioucu. I don’t understand what Dr. Means means by that, 
as I indicated earlier. 

I would like to renew a suggestion, if you are really interested in 
finding out about how we market steel, I wish you would take a few 
minutes, and it will only take a few minutes, to hear from Mr. Sentner. 
He will make it very clear to you what the factors are that we consider. 
The statement that he has is a very short statement, and it will give 
you some understanding of just what our problem is. 

One of our purposes, Mr. Chairman, is to have you understand what 
we try to do in our industry. I hope that you will permit us to ex- 
plain it to you. 

Senator Kerauver. Mr. Blough, we will, of course, at. a later time 
hear Mr. Sentner, but you have issued your statement and it is proper 
procedure to ask you certain questions in connection with it and then 
we will hear Mr. Sentner. 

Mr. Broven. Just as you wish. 

Senator Kerauver. So will you try to answer my question as to 
what you were talking about when you said that you used your best 
judgment ? What did you mean by your best judgment ¢ ? 

Mr. Buover. Mr. Chairman, may I have a few minutes to answer 
your question without too many interruptions? 

Senator Krrauver. Yes, indeed. Just what do you mean by your 
“best judgment” ? 

Mr. Brover. This is what we mean by that: The factors which 
bear upon the judgment of anyone who is attempting to determine 
what level of price he will attempt to charge are many. I will try 
to mention the major factors which we consider. 

First of all, we must consider what is happening to our costs. I 
want to make it clear to you that what is happening to our costs is of 
prime importance because, as is indicated on the building over here 
on Pennsy] yania Avenue, the Archives Building, “What is past is 
prologue.” 

That cer tainly is true with respect to costs in steelmaking. 

Now, what we have understood about our costs are not the detailed 
little items that you are trying to get. We based our judgment; I 
cannot speak for anyone else in the organization, but I am talking 
about my own thinking. 

My own thinking, so far as costs, was along this line: We have in- 
curred on the average, for the last 17 years, cost increases per hour 
on employment of approximately 8.1 percent every year as the year 
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rolled around; and last year the cost was increased about 10 percent, 
not 8.1 percent. That is an average for 17 years. 

We know that as those costs go up, we incur an increase overall, per 
hour of employment, of 8.8 percent. Now, the relationship, therefore 
when our employment costs go up approximately 8 percent, our total 
costs go up more than 8 percent. 

In this case, I knew from the data that you already have received, 
that our employment costs were going up approximately 6 percent. 
We knew that. Now, what would our total costs go up, approxi- 
mately, based upon our best judgment of what would affect us? And 
the answer is, it would go up approximately 64% percent total cost. 
You will recall that as against that 614 percent, which is an estimate 
on my part at this point, we increased our price 4 percent. Now, 
we certainly take into account what our problems are with respect 
to cost. 

The second point I would make with respect to what we do when we 
try to consider our pricing is the competitive situation that-we face. 
That competitive situation is a little difficult for you to understand 
at this point, but during the hearings you will understand it better 
after we have been able to, as I say, communicate with you a little 
better. 

This competitive situation, so far as United States Steel is con- 
cerned, is a never-ending one, and one to which we give the utmost 
attention. 

We do not attempt to do other than to market our steel on the long- 
range basis. We take into account, just as one of you gentlemen who 
might, let us say, be running for some future political office would 
take into account this year what he might be doing, say, in 1960, we 
take into account that we are going to do in 1958, 1959, 1960, 1965, 
because we realize that we cannot establish any ideas of competition 
unless we understand our marketing position. Expediency has no 
part in our thinking so far as determining prices is concerned. 

In connection with marketing, we have some knowledge of what is 
happening in individual products. We have knowledge of new facil- 
ities that are being built. We have knowledge of the deteriora- 
tion of our old facilities. We have knowledge of the total effect all 
over the country of different phases of competition. We know what is’ 
happening so far as increased capacity is concerned. We know that 
the capacity of 133 million tons of ingots at this time is a very 
fair-sized capacity. And yet, we have a feeling that that capacity 
needs to be increased. We take into account all of those things. We 
also know that if our prices are not changed, that our profits are 
very quickly going to be wiped out; and if you need any further 
evidence on that point, I suggest that you refer to Mr. Tyson’s state- 
ment again, and particularly to page 6 of that statement. Very quickly 
your profits are going to be wiped out. 

I believe it was Dr. Backman—you will have to check this—it is in 
Dr. Backman’s statement that if we were to do what the union has 
suggested, I am talking about the industry, since 1945 to the present 
time, of just raising prices the amount of wage increases, the exact 
cost, apparently, as you were trying to get at a moment ago, of the 

yage increase, the effect of it would be that the industry would be 
$2 billion in the red at the present time. 
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I think that is Dr. Backman’s figure. That is not mine. 

And I know, of course, that that 1s an impossibility, that is a hypo- 
thetical situation, because you would not be operating if you were $2 
billion in the red. But I think we have got to take that into account. 

Now, one other thing, another thing, not the only one, that we have 
got to take into account is what is happening to us with respect to 
depreciation. We, as has been explained to you, think we under- 
stand our depreciation problem. We know that we are permitted to 
charge, as a part of our total cost, only a part of the actual use of the 
machine in that year. 

The reason for that is that we are limited to the original cost of the 
machine, but you cannot replace that machine for the original cost. So 
we have to take that into account in trying to arrive at a solution to 
this problem. 

So what I would say with respect to depreciation, without going 
into it, it is just another of the factors that we have to take into 
account. 

Then we had to take into account the cost increases that we have 
added on materials, such as scrap in the last 90 days. 

We did take into account the possibility of a freight increase—I 
did not know it was going to be quite as much as it turned out to be, 
and I am not saying it was not fully justified—of 65 to 70 cents a 
ton. 

We also know that as wage increases come along in various seg- 
ments of the industry, we are definitely affected. 

To sum this whole thing up, we took into account our competitive 
situation. We took into account our cost situation. We took into 
account what we anticipated would be our future cost situation. 

We took one other thing into account. We took into account the 
ublicly stated desire of not only the President of the United States 
ut of many other people in this country, to act as conservatively as all 

of us possibly could in this type of situation. 

Now, those are some of the factors, and I am sure that my associates 
would have additional factors of their own which they probably took 
into account. And we considered all this. 

We did not know whether the 4-percent price increase would prove 
competitively to be too high or too low, but in the situation in which 
we found ourselves, we had to do something, and that is what we did. 

Senator Keravver. Mr. Blough, you have given the elements that 
constitute your making up your best judgment as to what the price 
ought to be. Your best judgment is not based on supply and demand, 
as in the case of steel scrap? 

Mr. Buouen. I tried to explain to you, sir, that we did take into 
account the competitive situation, and that is supply and demand. 

Senator Kerauver. As one of the factors? 

Mr. Buioven. Yes. 

Senator Keravuver. The first element that you spoke of, Mr. 
Blough—and we will get to the other elements later on—was cost. 
In going over your testimony and that of Mr. Tyson, I feel that for 
the committee to properly evaluate the price increase that you put 
into effect on July 1, as well as the almost identical increase of other 
steel producers at the same date, it is absolutely necessary that the 
committee be furnished with a breakdown of your cost elements, 
and the same information will be asked from the other companies. 
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The American public has been told that on July 21, and you said 
here today, your employment costs were increased 6 percent, ‘and you 
say, in your statement, that is approximately 21 cents per hour, and 
that the prices of carbon and alloy products were increased on an 
average of only 4 percent, or $6 a ton. 

It seems to me that for these figures to be meaningful, we must 
know what the employment costs were, exactly what 6 percent of 
these costs amount to. 

We have also been informed, and we put in the record, that nine 
other producers, the larger ones, made substantially the same increases 
on July 1 or shortly thereafter. It is important to determine why 
it was necessary that these increases were identical, or substantially 
identical. 

It is understandable that the increased price of labor would be the 
same throughout the industry, but it is yet to be determined if each 
producer has the same efficienc y. 

You have told ae that 

Mr. Bioven. I do not think you need to be concerned about that. 
Each producer has a different efficiency. 

Senator Krerauver. And yet, that is important here. 

Now, from the information you have given us, you have told us it 
takes from 17 to 19 hours of labor to produce a ton of steel, or 21 
cents times 17 to 19 is $3.50 to $4 a ton. 

This may be true for United States Steel, but we do not know 
whether it is true for other producers, and you indicate that it may 
not be. And if it is not true for other producers, the reason for the 
identical price increase becomes very important to this committee, 
which is considering, of course, monopoly and pricing practices and 
things of that sort. 

You have said that you were going to give us the amount of money 
in approximately 80 percent of ‘the 6- -percent cost. Will you furnish 
us, Mr. Blough, with a breakdown of United States Steel’s cost for 
1956, in terms of a ton of steel? What is your breakdown of cost? 

Will you get that up for us, or do you have it ? 

Mr. Bioueu. Senator, we will try to see what we can give you 
with respect to that, but I again suggest that some of the data we 
consider confidential from the competitive point of view and if in 
trying to comply with your request we run into that area, then I 
would respec fully request an audience to discuss that with you, be- 

cause we believe that it is quite important that our costs, which are 
confidential, be kept confidential, and which are not important to the 
consideration of your committee. 

Whether our costs are $1 more or less than another company’s costs 
is, it seems to me, quite beside the point as to the total inquiry of 
this committee. 

Senator Kerauver. Mr. Blough, if one company takes 20 man- 
hours, in your case 17 to 19, and another company takes 12, it may be 
a more efficient company, or another one might take 22, it would be 
a less efficient company. It is very important that we have the unit 
costs that go into the making of a ton of steel. 

Mr. Broven. 1 just hope you will understand this: that a com- 
pany which is buying, for example, most of its what we call metal- 
lies—that is the stuff out of which steel is made—in the form of 
scrap, and starts with the steelmaking process in the open hearth in- 
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stead of starting with the steelmaking process at the ore mine, will 
naturally have fewer hours of employment cost per ton of steel. 

Now, what is advisable in that connection, of course, is a matter 
of judgment. Some companies are what we say further integrated 
than other companies, and naturally the hours will greatly differ, 
depending upon how much they are integrated. 

In that connection, too, I point out that we have some products 
that I suppose we would use as much as—I do not know what the upper 
limit is—perhaps 50 or 60 hours, maybe it is higher than that per ton 
of steel. It depends on the kind of steel that you are producing. 

If you are producing certain types of products, you get one result. 
If you are producing other types of products, you get other results. 
And when you are talking about the average hours per ton of steel, 
I only suggest that you take into account the fact that there is no 
such thing as an average ton of steel. 

We sell a tailormade product. That product is manufactured for 
the purpose for which it is intended. If it happens to be a particular 
type and form of sheet for the automotive industry, it might be hot 
rolled, it might be cold rolled, it might have certain alloys in it, it 
It might have no alloys in it. It may have a particular finish. It may 
have a certain size. 

It may require certain processing. It may be subjected to many 
different types of operations to get the exact product which the par- 
ticular customer needs to have. 

Senator Kerauver. Mr. Blough, let us take just the average kind of 
steel that you have, carbon steel, and give us the breakdown of the 
unit costs that go into the making of 1 ton of steel, so that we can 
compare that with representations the union has made, so that we can 
compare that with Bethlehem, Republic, and others who increased 
their prices the same amount. 

You say you will get that up for us, Mr. Blough ? 

Mr. Brover. We will certainly give you the hours, I thought we 
had, on the average, and we will try to get you additional information 
in that respect. 

But again, I point out that in some respects, our costs we consider 
to be confidential, and in order to make any comparisons of any kind 
which would be useful to you, you would have to have two identical 
companies, each of the same size, each having the same age of facili- 
ties, each having the same make of rolling mill, each having the same 
degree of integration, and each making precisely the same order for 
the same customer, in order to establish what you are trying to 
establish. 

That, I tell you at this point, is simply an impossibility, because 
that is not steelmaking. That is not the practicality of the situation. 

Senator Keravuver. Mr. Blough, that is the reason we want that, 
because other companies may be different. The price increase turned 
out to be the same all along the line. 

I hope you will not find it necessary to keep any information that 
is confidential from us, Mr. Blough. 
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Senator Dirgsen. Mr. Chairman, let us resolve for a moment this 
question that was raised. How much of this, in a general way, would 
you regard as a trade secret on which you are entitled to nondis- 
closure ? - 

It has been a settled policy, I think, in Congress ever since I can 
remember, and I recall distinctly the items that we inserted in the 
OPA Act, giving industry and business some protection with respect 
to what was regarded as trade secrets which were not disclosed. 

I think it is a fair question that the committee probably ought to 
resolve, and I think it deserves to be respected, because insofar as I 
remember, we have repeatedly inserted certain provisions in the 
law. 

I think the members of the committee itself should be entitled to 
hear in closed session what he has in mind in keeping, from a compet- 
itive standpoint, this information for their protection. 

Senator Kerauver. Mr. Blough says he is going to brief us, in 
terms of cents and dollars, the breakdown in costs in the making of a 
ton of steel. 

That is your understanding of it, Mr. Blough? And if we run 
into something which you think ought to be confidential, I guess we 
will have to consider it at that time. 

Mr. BioveH. What we will try to furnish you is the dollar and 
cents figure that you asked for a while ago with respect to our labor 
costs in connection with the average ton of steel. We will see what we 
can do. 

I do not know what we can do without getting into what we con- 
sider the confidential area. 

I will say this: I have had considerable experience with some of 
the Government agencies, not recently but over the past years. I 
would confirm exactly what Senator Dirksen has said, and that even 
in the OPA days we were permitted to file confidential costs if we 
filed any at all, and then they were only on a certain basis. 

The point that I would make is that this committee can do much 
more harm than it can do good by prying into costs which are con- 
fidential in connection with this matter. I have already told you 
that the costs of no single company in the steel industry are going to 
be identical. I have said that. 

Senator Kerauver. Mr. Blough 

Mr. Bioven. May I finish the statement, please? 

Senator Kerauver. Yes. All right. 

Mr. Bioven. I have already told you the costs of no single com- 
pany are going to be identical. The data you are asking for will sim- 
ply establish that the costs are not identical. 

Yow, let us concede that if there is any point about that so far as 
your proceeding is concerned, but the particular company and the 
particular cost on the particular area that we are talking about seems 
to me to be beside the point if your purpose is to say that in spite 
of different costs, the price increases averaged out the same for the 
different companies, if that is the purpose, you have enough ma- 
terial now in the record to make that statement, although I think 
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that you are trying to draw erroneous and misinformed conclusions 
from the fact that price increases averaged out the same in many 
instances in the steel industry. 

Senator Keravuver. Mr. Blough, let me make plain just why we 
think this is of tremendous importance. 

In the first place, here is your statement, which I will make an 
exhibit to the record, which according to your figures shows the re- 
— wage increase to the United Steel W orkers to be 21 cents an 
10ur. 

That will be made an exhibit. 

(The statement referred to is as follows:) 


\XHIBIT No. 4 


Statement of United Stats Steel employment cost—Increase July 1, 1957, 
together with contract benefits as listed by union’ 


[Cents per hour] 




















| 
| United | 
States Union Difference 
Stee) 
| | 
Base rate--...-- Se il Silt at hikichalsi ibis nike oermsee al 7.0 | 7.0 | iy 
Trt MIN oo 6 cine ontsha tins pnbeasanocee 1.3 LD lasek ocuntind 
Incentive impact Oe ED... de ckcpnakbébabebdcioctidantgudbads 1.5] 8 0.7 
Sunday premium increase-.....- tna eicttaanthe 2.2 2.0 «2 
Holiday premium increase. ultenien : 4 ae tcenbtoael . 
Pension program effective Nov. 1, 1957_- (2) | 1.0 —1.0 
Increased pension and social security tax costs due to w: age 
increases... 1.3 |----~---------] 1.3 
Effect of above on overtime. vacation, and holiday pay t to- 
gether with increases to salaried employees... 2.8 ; ene 2.8 
Wet... i 5 ditiedasned 16. 5 | 12.5 | 4.0 
Cost of living 4 cents plus effect on overtime, vacations, etc. OS os. YS ; 
a accel cadecieen ceertiniaanesi aad eane & esereerntond 321.0 oo a er 


1Union figures are as listed in the June 1957 issue of Steel Labor (vol. XXII, No. 6). 
This newspaper is published monthly by the United Steelworkers of America. In addition 
to the total of 12.5 cents, the same article includes a statement to the effect that if the 
cost-of-living index remained at the level for may an additional pay boost of 4 cents per 
hour would be payable to steelworkers on July 1. 

2 Cost of penaion program effective Nov. 2 957, was included in the cost of the 
first year’s package by United States Steel since ameeeae for pensions beginning after that 
date apply to both past and future service. 

8 Based on this increase per hour we have estimated the increase in our employment cost 
to be $3.50 to $4 per ton of steel products. Mr. McDonald, president of the steelworkers’ 
union, in a speech at the Mayflower Hotel, Washington, D. C., on June 6, 1957, at con- 
ference of industrial union department of AFL-CIO, said in reference to United States 
Steel—‘“The total cost of the wage increase and other benefits which will go into effect on 
July 1 will amount to less than $51.5 million in 1957.” Such an increased cost for 6 months 
based on actual steel shipments in the first quarter of 1957 is $3.89 per ton. 


Senator Kreravuver. The next exhibit is the statement of the United 
Steelworkers sent to this committee, which, according to their figures, 
shows that the wage increase is 16.51 cents per hour. So there is a 
great difference. 

(The statement referred to is as follows :) 

Jury 30, 1956. 
To: All directors and staff representatives. 
From: I. W. Abel, secretary-treasurer. 
Re 1956 settlement cost for United States Steel Corp. 

The value of the steel “package” settlement based on data supplied officially 
by United States Steel Corp. is here listed. It may be helpful for you to have 


Po ORIN UR epee: - 
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data on the exact amount and composition of the “package” for purposes of 
your other negotiations. The details follow: 











2d year 

Wages: (cents) 
ON I ae ence cnepien lenngogages iene on es eetalectachalagsein ieee pe il wna os ee eee hes 7.00 
Increment (combination of job classes 1 and 2)_~--.------_--__-__ 1, 29 
Incentive impact of wage increase____-._+-__-----.--_--.--.---.-- . 83 

BE I nities niiguich > dace bdedate Cadersins staple sunita nithdinlis dahitsihivctiniie dimeceatiegaaianin da nial: teal 9.12 
OT, UI CRU ne reece nt pasncthenas oe naan eene sa oe oe ee ee 2. 00 
monuay promium - (if worked) .wsok el La ee 41 
iplemeu suid ali 6s enthused tii eh a 198 
I i acta aie tiaiia nee tie at a Ri Se 12. 51 

CE OR-ALVINI PRC TUMCEIONIG nn esearch beeen these ee ce 4. 00 
OW hs LBB sh LE hh dn i bil IE ae bh 16. 51 


1 Not effective until Nov. 1, 1957. 


(The union’s detailed memorandum on this subject may be found 
in the appendix on page 1018.) 

Senator Kerauver. Then we find out roughly, and you are going 
to give us exact figures, that 35 percent of your cost is production 
wages; and Mr. Tyson says about 80 percent of that is to the steel- 
workers. That is only approximately one-third of your total cost of 
production, in percentage. 

Now, insofar as wages are concerned, the 6 percent increase applies 
to one-third of your cost of production. It is an increase of 6 percent, 
according to your figures, less according to the steelworkers. 

In addition, need to know what the other items of cost are, how 
much they are in terms of dollars, in order to find out how much your 
present price increase was in fact due to your cost increases. 

We also need to find out why it is that if some are more efficient, 
some are less efficient, some have higher costs, some have lesser costs, 
why it is that all the steel companies are getting the same price, and 
why they increased their price immediately after you increased yours 
by the same amount and to the same level. 

Unless we do have these figures, it is very difficult to clear up this 
picture. 

It is quite obvious that a 6-percent increase on 35 percent of your 
cost would not, in and of itself, justify a 4-percent increase on 100 per- 
cent of the total cost. I will not get into percentages now, but it is 
quite obvious that 6 percent of 35 is a good deal less than 4 percent of 
100. 

Mr. Bioven. As a mathematician, Mr. Chairman, I again bow to 
the seniority you mentioned the other day. 

Senator Krravuver. I am sure it is undeserved, but I do appreciate 
the compliment, Mr. Blough, very much. 

Mr. Bioven. Mr. Chairman, in response to what you have just said 
with respect to union data, we will look over the data that we have 
previously given you, and if that does not supply the answer to the 
question you have just asked, we will try to give you additional data 
as to what we say certain things cost and what the union says certain 
things cost. 

I had not expected to meet the union point of view so early in these 
proceedings, but if it is here, it is here, and we will do the best we can 
to point out in what ways we believe the union data is in error. 
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As to Mr. Tyson’s 80 percent, we will certain try to clear that up for 
you as best we can. 

Senator Kerauver. Yes. We would like to have at what point you 
consider the union data in error, because there is quite a difference 
between 16 and 21. 

Mr. Buioveu. It certainly is a difference. - 

Senator Kreravuver. Mr. Blough, while we are on the subject, you 
talked about the factors that you considered when you decided upon 
this $6 a ton increase. Who do you mean by “we,” Mr. Blough? Who 
is on that committee or who makes the decision? Do you make it or 
who makes it? 

Mr. Bioven. I suppose that again I have not succeeded in my job 
of trying to communicate. 

In our management team we have many members. There are a 
number of those gentlemen who were involved in trying to arrive at 
a point of agreement with respect to this, and I would mention Mr. 
Hood, Mr. Tyson, Mr. Sentner, who are here. 

Senator Keravuver. I know, but whose ultimate decision is it? Do 
you give more weight to Mr. Eisenhower’s appeal than Mr. Tyson 
does, or vice versa, and you think public sentiment is going to be bad 
if you raise it too much? Whose ultimate decision was it when you 
put in this $6 increase. You say you did not talk with your competi- 
tors in the other steel companies. Who makes the decision ? 

Mr. Burovex. Our corporation, of course, is managed by a board of 
directors. This matter was discussed with the board of directors. We 
made the recommendation. If the board would have felt that we were 
out of line in the light of all of the factors, I am sure that they would 
have said so, and we probably would have revised our recommendation. 

I would say the answer to your question is, the ultimate decision lies 
in the board of directors of the United States Steel Corp. 

Senator Krerauver. You mean that when the board met, you sub- 
mitted to them alternative prices, that there was discussion as to 
whether it would be $5, $6, $7, and the decision was then made? 

Mr. Buoveu. We submitted to the board our recommendation, which 
was 4 percent. 

Senator Keravver. Which was 4 percent or $6 a ton? 

Mr. Biovuenu. That is right. 

Senator Keravuver. And they accepted it on that basis? 

Mr. Biovex. That is right. 

Senator Kreravuver. They usually do, do they not, Mr. Blough? Did 
you submit the $8.50 recommendation to them last year? 

Mr. Biovex. We did. 

Senator Keravuver. And they accepted that? 

Mr. Buiovexr. They did. 

Senator Keravuver. They are not equipped to go into all the tech- 
nical cost and difficulties and problems to arrive at a price, are they, 
Mr. Blough? That has to be done by a smaller group. 

Mr. Buoven. I think our directors are pretty well equipped, but 
I agree with you that in the management of any corporation, the 
active management should be in a position to make a recommendation 
with respect to any material change. 
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Senator Keravver. Did you give your board of directors an esti- 
mate of the profits that would come from an increase of $6 a ton? 

Mr. Buioveu. I do not think we did, because your question assumes 
that we thought there would be an increase in profit. I know that the 
board of directors is familiar with what I have just outlined to you, 
that the chances are that our costs would go up at the rate of 61%4 
percent, and that we determined to increase our price 4 percent. 

In other words, to put it in figures that you can understand perhaps 
a little more clearly, dollarwise a price increase which would have 
been, let us say, entirely justified based upon what we have just been 
through for 17 years, would have been in the area of $9 or $10. Now, 
that is the figure to compare with the $6. 

Senator Keravuver. Nine or ten dollars. Then how did you happen 
to put it down to $6? 

{r. Buovueu. I think the best answer to that, unless you want me 
to try to repeat it 

Senator Keravuver. You have been over those items. But, Mr. 
Blough, the $6 and the $8.50 increase last year were arrived at by a 
small group of you, of which you are the chief and most responsible 
officer, I take it, before you went to the board of directors; is that 
correct ? 

Mr. Buioven. I was consulted on it, that is right. 

Senator Kreravver. Then can you tell us, in your group, you, Mr. 
Tyson and Mr. Hood 

Mr. Buoues. Mr. Sentner. Mr. Sentner is in charge of sales. 

Senator Kreravuver (continuing). Which one of you makes the final 
decision ? 

Mr. Bioven. I would say we make it asa team. 

Senator Keravuver. I know. But suppose. you disagree. Who is 
the referee ? 

Mr. Buiovuau. I would have to cross that bridge when we came to it. 

Senator Kerauver. You mean you never disagree ? 

Mr. Bioven. We talk things out until we agree. 

Senator Krerauver. Did anybody recommend a higher increase or a 
lower increase in this little group? 

Mr. Bioucn. I do not recall any such recommendation. 

‘ Senator Keravuver. Did you all independently come to the price of 
6 a ton? 

Mr. Buioveu. I cannot recall now who first mentioned that. I will 
say this: that we spent a great deal of time discussing all of the factors 
which we mentioned earlier. 

Senator Krerauver. Were different figures discussed at this small 
meeting in which the price was arrived at? 

Mr. Bioven. You mean did we discuss $15 or $20 or $10 or $5 or 
no dollars ? 

Senator Kreravuver. Did you discuss $6.50 or $6.25 or any different 
figure besides $6 ? 

Mr. Buioven. I do not recall any other figure at this point, Mr. 
Chairman. 

Senator Kerauver. I did not ask whether you recall. I asked you 
whether you discussed it or not. 
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Mr. Broven. I submit my answer is responsive, that I do not recall 
that we discussed any other figure such as $10 or $12 or $15. I think 
perhaps I should amend my answer in this respect 

Senator Krrauver. You mean you just automatically arrived at $6? 

Mr. Buoven. I think I should amend my answer in this respect: 
We had, through newspaper accounts and trade journals, estimates 
of what other figures in the steel industry—I mean connected with 
other companies—had said the price should go up or it needed to go 
up, and that sort of thing, ak those estimates ranged all the way 
from, as I recall it, $8.50 to $12, or something in that area, maybe, I 
think, as high as $14. 

I have no doubt that figures such as that with reference to other ele- 
ments of the industry were discussed among us. 

Senator Kerauver. Mr. Blough, do you have any copies of memo- 
randums, studies, minutes of the directors’ meetings, or of your smaller 
meeting to give us and the public any more minute information or any 
statistical information as to how you arrived at the $6 that you would 
be willing to make available here? 

Mr. Birovex. Mr. Chairman, we had no memorandums particularly 
on the subject that you are mentioning. Now, we did have and we fur- 
nished to this committee the data that underlay the thinking that we 
had in the matter. This price thing is discussed orally. That is a 
matter of oral discussion. 

Senator Kreravver. Did you figure out how much your production 
would go down? Were there not any memorandums or data about 
that, Mr. Blough ? 

Mr. Bioven. Mr. Chairman, we have already submitted to you, or 
to your staff—and I think it was placed in the record Saturday—our 
estimate of what the market would be for the balance of this year. 

Understand, it may be a little difficult again for me to have you 
understand how we live in the steel business. We talk about every- 
thing practically every day. We work with each other. We are as 
close as you are with the other Senators in connection with your Senate 
problems. 

There are many things that might appear to you to be new or inter- 
esting or bearing on some problem that we just mutually understand 
with respect to these matters. 

Therefore, it is not necessary to have a great study made. We cer- 
tainly study our marketing problems, and we certainly have market 
forecasts for the balance of this year, as we have submitted; and we 
have made some forecasts—I have made a few myself—as to what 
we expect the situation to be in the future. 

All those things have a bearing on our long-range plans with respect 
to pricing. 

Senator Kreravuver. You have told us in some detail, and perhaps 
other information you will furnish will give us more detail, about how 
you and the group that you met with arrived at your best judgment 
as to what the price should be, and that this was submitted to the board 
of directors, and they approved, as they had previously. 

If there is any further information as to the details of the items 
that went into your making up your best judgment about the matter, 
we would appreciate your bringing those with you. 

In that connection, Mr. Blough, to make a contrast with your using 
your best judgment on all the elements of price, smalltown papers 
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sometimes have very interesting little articles in them. I ran across 
one from the Weakley, Tenn., county paper, which is a weekly paper, 
a letter to the editor, which I thought was quite a contrast, about the 
seller’s position in a competitive industry. I cannot read it, the print 
is so fine. 

Mr. Biouexu. Will you identify the author of the letter, please ? 

Mr. Buarr. The author is identified, Mr. Blough, as J. A. 

Mr. Buovuen. J. A. 

Senator Kerauver. We do not know his name, Mr. Blough, I am 
trying to find out. 

Mr. Buoveu. Is J. A. in the coal business, or is J. A. a barber, or 
what is J. A.? 

Senator Keravuver. He is in the egg business, Mr. Blough. 

Mr. Biouen. In the egg business. 

Mr. Biar. He has hens that lay eggs. 

Mr. Bioueu. Some days I wish I were in the egg business, too. 

Mr. Buair. The letter goes as follows: 


Dear Eprror: The trouble with inflation is that not enough people under- 
stand it fully enough. 


Mr. Bioven. I agree with that 100 percent, 100 percent. 

Senator Keravuver. After every paragraph, you see whether you 
agree here, Mr. Blough. 

Mr. Buarr (reading) : 


I had noticed in a copy of a newspaper which a neighbor of mine brought 
me a mess of fish in—for your information it wasn’t a copy of your paper, as 
this one had a fishy smell—that the price of steel had recently gone up to $8 a 
ton, which clearly indicated the steel industry has let its newspaper subscription 
expire, as President Hisenhower only the day before had asked business to hold 
prices down voluntarily, and as a result a lot of other things were automati- 
eally going up. 

For example, naturally the watch manufacturers, on hearing the price of 
steel had gone up, will figure they ought to go up on the price of watches, as 
everybody knows the steel spring in a watch is made of steel, even if it doesn’t 
weigh over an ounce. 

Plowpoints, tractors, cars, pickups, naturally will require an increase in 
price, to offest the rise in the price of steel, and so I decided what was good for 
industry was good for me. Consequently, when I took a dozen eggs into town 
yesterday to sell, I told the store I’d have to have 5 cents more. 

“How come?” the store owner asked. 

“Don’t you read your newspaper? It’s on account of the increase in the price 
of steel,” I explained. 

Now here’s the rub. Instead of nodding his head in agreement and saying 
there didn’t seem to be any way around it, he just laughed. You coula see he 
didn’t have any full understanding of inflation and the upward price spiral. 

“Don’t believe I’d be interested,” he said. 

“But my costs are going up and I’ve got to have more money for these eggs.” 

“Don’t believe I’d be interested,” he said, and turned around to wait on another 
customer. 

Now I could have outwaited him, but from long experience I knew the eggs 
couldn’t, so I sold them at his price and came home. 

It’s the people who don’t understand inflation that’s causing this country 
so much trouble. I don’t mind paying $8 a ton more for steel is somebody will 
recognize I ought to get more for eggs. There are more people than you realize 
who are out of tune with me and my hens, 

Yours faithfully, 
J. A. 


Senator Krerauver. Do you agree with this, Mr. Blough? 
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Mr. Bioveu. I do not know what price he is selling eggs at, but I 
am sure of one thing, he is selling them at a higher price than he was 
in 1940, 

Senator Keravuver. I do not know. They go up and down so much. 
One season or another, they vary very greatly. 

Mr. Bioven. And I did not know you were in the newspaper busi- 
ness, Mr. Chairman, but I do know that the price of newspapers has 
gone up considerably more, percentagewise, in many instances than the 
price of steel. 

If you are interested in that, I can furnish you data. 

I do not mean to infer that’ that is not justified, but it certainly is 
true. And I know that the price of everything else has gone up. 

If you can find out who Mr. J. A. is, I would be very happy to 
discuss the matter with the gentleman and see if we cannot agree on 
some understanding about 

Senator Keravver. Let me make clear, first, the Weakley County 
News is not my newspaper, and I am not in the new spaper business, 
Mr. Blough. 

But we will find out who Mr. J. A. is, and I am sure if you can 
tell him and other farmers how, when prices of other things go up, 
they can get their prices up, too, he would be grateful. 

enator Dirksen. If you find out who he is, he will probably land 
on a quiz program. 

Senator Keravuver. That isa very good letter he wrote. 

Senator Dirksen. I wanted to make one comment about that letter, 
Mr. Chairman, only about the watch indust 

The watch industry right now is oceupied full time trying to survive 
in the face of competition from Switzerland. They have problems 
of their own, I can assure you. 

Senator Kerauver. We agree with Senator Dirksen, the watch in- 
dustry is having a very hard time. Mr. Blough, in the light of the 
discussion which you talked about between you and your officers as 
to how you arrived at the price increase of $6, would you agree now 
with Dr. Means when he referred to a zone of discretion which the 
egg seller didn’t have? 

Mr. Bioveu. I will agree, Senator, if you will make a deal with 
me, I would like to make this deal with you. I'll agree with Dr. 
Means 100 percent if you will just let Mr. Sentner read his paper and 
tell you what happened. 

Senator Krrauver. We will hear Mr. Sentner. 

Mr. Bioveu. This would be a most appropriate time to do it. 

Senator Kerauver. I hardly think so, Mr. Blough, at this time. 

Mr. Broven. Again I bow to your seniority. 

Senator Kerauver. Wouldn’t you agree that since the other steel 
producers generally follow your lead as to price increases, and you 
are aware of that fact, it means that your area of discretion is greater 
than it would be if they did not follow your prices? In other words, in 
setting your prices, your area of discretion is broadened by your know]- 
edge based on your experience that the other steel companies follow 
the discretion that you exercise. 

Mr. Buiover. Mr. Chairman, as you know I don’t know what area 
of discretion other steel companies have, and what knowledge they 
have. I think I will say this. I have a very high respect for our com- 
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petitors and they are very able people and they are well able to take 
care of themselves. But I would like to clear up, shall I say, a miscon- 
ception or illusion with respect to other steel ee There isn’t 
certainly any steel company in the first 10 or in the first 20 that couldn’t 
require us to change our prices overnight simply by taking action 
which is different than the action that we take. 

Now I want to be sure you understand what I am saying. If Inland 
or Bethlehem or J. & L. or any one of those companies chose to sell 
steel, as they have many times in the past, at a different price in 
different marketing and competing areas in this country it would 
definitely have an effect upon our decision. Now, if you have the im- 

ression that there is some kind of a ukase that determines all things 
in a competitive industry such as steel, it is simply a wrong im- 
pression. 

Senator Keravver. Mr. Blough, haven’t the base prices been sub- 
stantially identical over a period of some time? 

Mr. Bioven. If you are willing to be just a little patient with me, 
I will try te answer that question for you and give you some detail on 
it which I believe will be not only instructive but helpful. 

Senator Kerauver. We are glad to have Senator Carroll with us. 

Mr. Blough, we have the reports from 10 companies about what they 
did when the increase was put in. It showed that most, if not all, of 
those who were making increases made the same increase. It should be 
put in the record at this point. 

(The information referred to is as follows:) 


Identical price increases for steel products, July 1, 1957 














1} 
Number of Number of 
Number of| identical Number of| identical 
Product companies | increases, Product companies | increases, 
| reporting July, } reporting July, 
1957 1957 
| | 
Hot-rolled bars.._.......- 9 9 || Hot-rolled strip........_-- | 9 9 
Cold-finished bars_.....-- 4| 4 || Hot-rolled sheets__......- 9 9 
Concrete reinforcement i] Galvanied sheets. ......-- | 8 8 
| SE PRRs ee 9 9 || Cold-rolled sheets... .-- 9 9 
Structural shapes-.---..---- 8 | 16 || Cold-rolled strip.........- 7 7 
Sheet piling. .....-.....-- 2 | 2 || Wire rods... .-........... 7 7 
CT la ite et 9 9 || Wire, annealed........... 7 7 
MEMS SHON Bib accwcdndabeb 4 3 || Wire, galvanized. -......-- 7 36 


2 


11 up 10 cents per ton more; 1 up earlier. 
21 up 50 cents more, 
31 above general range, narrowed spread. 


Source: Letters from 10 steel companies, July to August 1957, in response to letter from Antitrust and 
Monopoly Subcommittee. 


Senator Keravuver. Mr. Blough, while you are looking for that, 
you said if one of the other companies had a higher price, that would 
certainly affect you and the others. Why wouldn’t that be more com- 
petitive? Mr. Blough, while they are looking for this letter, let us 
talk about the matter in general. 

Mr. Buiovucu. Perhaps Dr Blair can help me out. Do you have the 
Iron Age or Steel Age 

Mr. Bratr. Not the ones you want, probably. 

Mr. Biouan. Any issue will do. 

Mr. Buarr. No; I don’t. 
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Senator Keravuver. The point I was asking, why wouldn’t it be 
more competitive if one of these companies at any time didn’t in- 
crease the price as much as you do? 

Mr. Biover. Your question is why the other companies don’t 

Senator Kerauver. My question is, Wouldn’t it be more competi- 
tive if one of the didn’t increase its price as much as you did? Then 
you would immediately, probably, have to go back to his price or maybe 
go under it. 

Mr. Bioueu. And then suppose they reduce it again and then we 
met that. They then reduced it again and then we met that. Then 
pretty soon we will all be selling for a loss; is that the purpose of your 
question ? 

Senator Keravver. Let’s not assume that you get down to where 
you weren’t making a profit, but pretty soon you would all be selling 
at a lower price. You follow one another going up. Why doesn’t 
somebody start down ? 

Mr. Bioveu. I have no doubt there would be times when that will 
happen. It has happened in the past, and, as I jointed out to you 
before, history repeats itself. I might say, Senator, that I know it 
is practically impossible to have people who are not involved in 
industry understand the problems connected with pricing. I know 
you are assisted by people from the Federal Trade Commission. I 

ave spent, I suppose, 10 of the best years of my life trying to explain 
this situation to the Federal Trade Commission, and I think a few of 
them began to understand it toward the end, but I think there were 
some who never did. There are all kinds of theories about pricing. 
I am surprised that up to now we haven’t heard about uniform 
f. o. b. mill. What I am trying to indicate to you is that, if we 
offer to sell steel to a customer at the same price as a competitor 
offers to sell to the customer, that is very definitely a competitive 
price. 

Senator Keravuver. Wait a minute; if you offer to sell at the 
same 

Mr. Buioven. If we offer to sell steel at the same price as a com- 
petitor at the customer’s door, that it is very definitely a competitive 

rice with our customer. Now, it isn’t a different price and, there- 
ore, it isn’t a noncompetitive price, but it is a competitive price. 

Senator Kerauver. You mean it gives him the right to decide 
whether he will buy his steel from you or Bethlehem Steel? That 
is the only difference; isn’t it? That is the only competition? If 
you offer to sell a customer at the same price as Bethlehem, the only 

oint of competition is whether they buy from you or whether they 

uy from Bethlehem, isn’t it, or some other steel company ? 

r. Broven. That certainly isn’t the only point of competition. 

There are many elements. 

Senator Keravver. What is the other point where you offer the same 

rice? 
. Mr. Biovuen. Well, you have quality, you have service and you have 
many other aspects of competition, which are all very important 
elements. The point that I am trying to make to you is that when, 
as has happened—and this has a bearing upon the level of prices in the 
steel industry—many of the small companies have charged what we 
call premium prices for their product. They were able to do that 
because of a particular competitive situation in the market at that 
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time, but that didn’t mean that there was more competition for that 
customer’s business because they charged $12 a ton premium over the 
price at which we were offering the same customer the same product. 

Senator Krrauver. Mr. Blough, I would like to read you two 
examples, and I have some others here I would like for you to tell 
us about or get information on when you come back. This is taken 
from the files of the Department of Justice: 

On November 19, 1954, the Springfield Armory at Springfield, Mass., opened 
bids on alloy-steel bars, general purpose. One of the items for which bids were 
requested bore these specifications. 

Then it goes on with the specifications: 

Alloy-steel bars, FS—8620, HR, as rolled %g¢-inch diameter, resulph. 0.035—0.050 
gr. size 5-8ASTm, shall cold shear without cracking, in 10—12-foot lengths. 
Pricing on a delivered basis; that is, all transportation charges prepaid to 
destination (Springfield Armory), the bid of United States Steel per pound 
was $0.09305 ; the bid of Bethlehem Steel was $0.09305 per pound. 

How do you explain that? 

Mr. Broveu. I explain it for the very reason that I suggested 
earlier. That price, In my opinion, would be noncompetitive if the 
bid of Bethlehem Steel were higher. 

Senator Keravver. But here you get down to five decimal places for 
detailed specifications. United States Steel was $0.09305 per pound. 
Bethlehem was $0.09305 per pound. How do you explain that you 
arrived at exactly the same price ? 

Mr. Brovueu. Mr. Chairman, all specifications are detailed. All 
products have detailed specifications. That is the point I was trying 
to make before. Now, here you have a detailed specification. In this 
instance I am fairly sure that it is an alloy-steel bar. I would have 
to check it and maybe somebody here can answer it. 

Senator Kerauver. Yes; it is an alloy-steel bar. 

Mr. Bioven. It is a product which has been ordered by others than 
the Springfield Armory, in which case if it is that kind of a product, 
we publish our price. We tell everybody what our price is, and we 
have a one-price policy, as I think you know. We sell it to everybody 
at the same price. Now, naturally, when we sell it to everybody at 
this same price, we have the price at our mill, we have a price delivered 
at any particular point, and anyone who wants to match the price at 
which we deliver at that point has only to look at our published state- 
ment in order to do it. 

Senator Kerauver. You mean you had a published statement as to 
what your price was at the Springfield Armory, at Springfield, Mass. ? 

Mr. Biovcu. I said anybody would know what the delivered price 
would be based upon from our published statement. I see that your 
counsel is very interested in freight rates, and he and I have had years 
together on freight rates and I’d be glad to have him expound on the 
subject if he cares to do so. 

Senator Kerauver. We will do that later on, but now you talked 
about alloy steel, and that wasalloy. Let me read this: 

November 22, 1954, Springfield Armory at Springfield, Mass., open bids on 
carbon steel bars, general purpose. One of the items for which bids were re- 
quested bore these specifications: Carbon steel bars, FS—1060, HR, as rolled 
Ye-inch diameter fracture grain size, 7 or finer as quenched from 1,550° F., 


shall cold shear without cracking, bar stock for forgings in 10-12-foot lengths. 
Pricing f. o. b., the bid of United States Steel per pound was 0.063 cents per 
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pound. The bid of the Bethlehem Steel was 0.063 cents per pound whether it was 
f. o. b., or whether it was delivered. 

oe prices here were quoted identical. How do you account for 
that 

Mr. Buovex. I account for it by the same reasons that I have told 
you. I know, our people know, we think we know what the competi- 
tive price is at any destination, practically any destination, that we 
would have to meet in order to be competitive with the price. Now, 
again, your concept of competition, that one price has to be lower 
than another price at all times in order to be considered competitive 
is simply not a practical acceptable definition of competition in any 
business that I know of in the United States. 

It is a concept of some people who aren’t familiar with business, but 
it is just not a practical way of running any kind of a long-range, 
competitive manufacturing operation. 

Senator Keravuver. Mr. Blough, do you regard it as true competition 
when another company matches your price to a thousandth of a 
cent per pound, or you match some other company’s price to a thou- 
sandth of a cent per pound? Wouldn’t it be more competitive if there 
were at least some slight difference in these prices ? 

I mean, what difference does it make who they buy from if the prices 
are going to be identical to one-thousandths of a cent per pound? 

Mr. Biovex. Mr. Chairman, I will try to go over this again so per- 
haps I can communicate. My concept is that a price that matches 
another price is a competitive price. If you don’t choose to accept that 
concept, then, of course, you don’t accept it. In the steel industry we 
know it is so. 

Senator Keravver. Mr. Blough, that is not true just of you and 
Bethlehem. I have other examples here. If it is within thou- 
sandths of a cent, then what difference does it make in the United 
States whether we have 10 substantial companies or just 1 company ? 

Mr. Bioueu. Because when you have 10 substantial companies you 
have a high degree of competition which you don’t have with 1 sub- 
stantial company. 

Senator Krerauver. But if everybody follows everybody’s price, the 
consumer pays the same price whether it is 10 companies or whether 
it is 1 company, isn’t that so? 

Mr. Biovex. The other day I started to indicate to you a number of 
instances where everybody doesn’t follow everybody else’s price, and 
if you make the assumption they do, that is an erroneous assumption. 
Now again if you want me to give you instances where that is not 
the case, I would be very glad to do it. Let’s start on that right now. 

Senator Krerauver. Take sometime when the small companies were 
not strike-bound and you were strike-bound or when they were strike- 
bound and you were not, or when there was not a seller’s market. 

Mr. Buioven. Let’s take business as it is. 

Senator Kerauver. Yes. 

Mr. Brovexu. There are lots of situations where the prices are dif- 
ferent at the present time. Right now I could name a city where the 
price of a very important product is $5 a ton higher than our price, by 
a big producer. 

Senator Kerauver. That being the case, if the prices are different, 
that is not competition ? 
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Mr. Buoven. I would say that the buyer in that situation who has 
a choice—remember now, I am talking about our published prices— 
the buyer in that situation has this choice. He chooses to buy from 
one company at $5 higher. He chooses to buy from our company 
at. $5 lower. Now if you call that competition and a desirable form 
of competition, you may have it your way. I say the buyer has more 

choice when the other fellow’s price matches our price. 

Senator Kerauver. That’s a new definition of competition that I 
have never heard. 

Mr. Biovuau. It is one of the things we are trying to explain to you, 
and I think if you will permit Mr. Sentner to give you some idea 
of what is in his os itement, I think we can perhaps increase our 
communications, as I said before. 

Senator Kerauver. We are going to hear from him, but I want to 
see this again. In these cases do you follow Bethlehem Steel’s prices 
or do they follow your price? Do they publish their prices just like 





‘you publish your prices ? 


Mr. Brioveu. I am quite sure they do. I am not familiar with 
Bethlehem Steel’s prices myself. 

Senator Kerauver. And when it is delivered as it was here in the 
first case, don’t you or they equalize on the same base ? 

Mr. Bioven. I beg your pardon. 

Senator Kerauver. You don’t havea plant exactly the same distance 
from Springfield, Mass., as they have. 

Mr. Brovuen. No. 

Senator Kerauvpr. Yet when you get the steel there, you sell within 
one-thousandth of a cent the same. 

Mr. Bioven. But we know what the freight rate is from Bethle- 
hem’s nearest plant to that point, the nearest plant at which they would 
produce that type of product, and we also know that if the freight 

rate is X and you multiply the freight rate by 3 percent, I think there 

is a 3-percent tax on freight rate, that you come out to a very fine 
decimal point, and anybody can with the published statements arrive 
at that figure. If you take the published price at the plant, take 
the freight rate, you know what it is, you know what it is going to 
be and you take the 3 percent of the’ freight rate, you will know 
very approxims ately, and I would say exactly, what that price will be 
if it is sold at the published price. 

Now if it is sold at some other price, then you won’t know what it 
will be. 

Senator Keravuver. So you are talking about equalization, freight- 
rate equalization, that is, you equalize « on somebody’s basing point, 
the nearest one; is that correct 4 ? 
ator Kefauver, I’m sorry I didn’t mean 





to be De ttabie” 

Senator Keravuver. You haven’t, but this is a serious matter. 

Mr. Buiouen. It is and I am thinking of the many years of Federal 
Trade Commission hearings that I have been through about equalizing. 
What I would have you understand is that our competitive price at 
the point of delivery is arrived at by published data that we know. 
You can call it what you want to. I have long since given up the 
futile argument of trying to induce certain gentlemen to follow par- 
ticular nomenclature, but I again want to point out to you that that 
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aa is competitive when we are able to give the customer a choice 
etween two sources of supply at the same price. 

In my judgment it isn’t when it isn’t. Now just let me give you 
an example of that. We were talking a little earlier about instances 
where competitors announce price changes and United States Steel 
didn’t follow those price changes. One I notice here is a price change 
that was made by Acme. Before the price change we were ¢ ‘har; ging 4M, 
cents a pound, they were charging 41% cents a pound for plates. Acme 
on November 16, 1955, moved that price up to 4.725 cents per pound. 
Our price remained the same. Here is Allen Wood. 

Senator Kerauver. They had a strong seller’s market at that time; 
didn’t they ? 

Mr. Broven. But that is competition, Mr. Chairman. Here is 
Allen Wood; our price on the 3d, on July 3, 1956, was 4.50 and Allen 
Wood’s was 41% cents for plate. 

Allen Wood's price went up 0.45 and their price at the mill was 
4.95. About a month later we decided to increase our price and we 
moved it up 0.35 and our price was then 4.85 as compared with their 
price of 4.95. 

Kaiser Steel, for example—their old price was 5.15, ours was 4.50. 
They were in different competitive areas. They were closer to the 
Los Angeles market. We were 850 miles away from the Los Angeles 
market, and that price reflected that. On March 12, 1956, they went 
up five one-hundredths of a cent to 5.20. Our price is still 4.50. 
There are a number of instances of that. The point I make to you 
is that. this idea of something being fixed in the ‘steel industry—I’ll 
say static in the steel industry—with respect to prices, is not so. 
Prices are constantly changing in one place or another, and they 
move back and forth, and the understanding of pricing in the steel 
industry is, I would say, a lifetime work. We sell thousands and 
thous: ands of products at different prices. A new facility comes in in 
California. The pricing problem changes immediately. We put in 
a new facility in Fairless Works near Philadelphia; the pricing 
problem changes immediately. For anyone to assume that prices 
are not competitive because some producers raise the price the same 
as other producers, I think is, as [ said before, simply an erroneous 
assumption. 

Senator Kerauver. We have the information from the 10 largest 
companies here on various and sundry products which shows that the 
prices, following your lead, did go up the same—identically. For in- 
stance, hot-rolled bars, you raised to 7, Bethlehem 7, Republic 7, Jones 
& Laughlin 7, Bethlehem 7, Armco 7, Inland 7. But to get back to 
the one basic question that vou asked—and we are taking too much 
time: You said that where the purchaser can secure at the same price 
from a number of companies, and you stress that, that is a competitive 
situation, in your judgment ? Did I understand you right ? 

Mr. Bioven. Mr. Chairman, I think you understood me right, but 
I don’t think you understand competition. I beg your pardon for 
saying so. 

Senator Krerauver. Maybe I don’t understand competition—— 

Mr. Buoveu. I think you understand the words but you don’t un- 
derstand the concept. 








ADMINISTERED PRICES 315 


Senator Keravuver. I am trying to understand competition and I 
must say on that kind of basis I am having a hard time doing it; 
but is that what you said ? 

Mr. Brover. And I also said that if, in this instance, Bethlehem 
had chosen to raise their price to $12 for that particular product that 
you are talking about, that price would have been not as competitive 
with our price as the ‘amount by which they actually raised it. 

Senator Krravver. You mean where they raise it to the same price, 
then that is more competitive ? 

Mr. Broven. That is more competitive from a buyer’s standpoint 
than if they raise it to $12. There is no question about that. 

Senator Kerauver. Suppose they lower it? 

Mr. Buroven. If they had raised it to $5 we would have promptly 
reduced our price to $5 and then the prices would again have been 
competitive. 

Senator Krerauver. How would you make that decision, just arbi- 
trarily ? 

Mr. Brovaeu. I don’t know what you mean by the word “arbitrarily.” 
We would make that decision as we make decisions every day in the 
light of the competitive situation that we are facing at all times. 

“Senator Keravver. I want to get back to this one question. You 
said that where a customer can “buy from a number of companies 
at the same price, that is good competition, and you elaborated that 
that is desirable competition. How do you diffe rentiate that, Mr. 
Blough, from what the Supreme Court of the United States held to 
be a violation of the law where a number of cement companies offered 
a United States Government installation an identical price on cement. 
I think that was down to a thousandth of a.cent a pound. Yours is 
one thousandth of a cent. They offered the same price. The Govern- 
ment had an opportunity of buying from any one of them, but all of 
them offered the same price and the Supreme Court said that was 
evidence of conspiracy in violation of the antitrust laws. 

Mr. Bioven. Mr. Chairman, would you mind quoting exactly what 
the Supreme Court said and refer to the precise language that the 
Supreme Court used in that decision. I am quite sure ‘that what you 
are saying isn’t correct. 

Senator Kerauver. They said at least in a footnote 

Mr. Broven. In a footnote? 

Senator Krerauver. That this indicated an absence of competition. 
I know the Supreme Court held upon those and other facts that there 
was evidence of a conspiracy. But if what you say is good competition 
where you and Bethlehem and others have an identical price to a 
thousandth of a cent, why doesn’t that indicate an absence of com- 
petition? What is the difference, Mr. Blough? 

Mr. Buoven. I think you know that after the lower court decided 
in our favor, the case went to the Supreme Court and I have forgotten 
just how the court was divided. 

Senator Keravver. 7 tolor8 tol. 

Mr. Biovex. That isn’t my recollection. 

Senator Dirksen. This is a good place to put the case in the record, 

Mr. Biovex. If you would care to put the case in the record, it is 
available to anybody that wants to read it, and I don’t want to offer it 

myself. 
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Senator Kerauver. How do you differentiate? Let’s talk about it 
in terms of public policy. How do you differentiate what you are 
doing from what the Supreme Court held on the evidence submitted 
to indicate conspiracy where a number of cement companies submitted 
the same bid ? 

Here you submit the same bid with Bethlehem and the same bid 
with Inland, the same bid with others to various defense establish- 
ments down to one-thousandth of a cent a pound, and you contend that 
it is good wholesome competition. How do you differentiate ? 

Mr. Buiovueu. Well, Mr. Chairman, I think you have just been 
through a series of hearings with which I am not familiar on what 
is and what isn’t competition in connection with what is the bill, I 
believe it is called S. 11, and you have probably heard many state- 
ments from many people with respect to what is and what isn’t, and 
you will just have to draw your own conclusion. Just for the his- 
torical record I will say that following that decision the cement 
industry changed their selling method, and I am quite sure have com- 
plied with the order of the Federal Trade Commission that was 
ultimately entered in that case. 

But in some instances you may find that delivered prices of cement 
are the same in particular locations, and I again assert that if the 
delivered prices of cement are not the same, the buyer doesn’t have as 
much choice, he doesn’t have the element of competition which he 
should have in connection with arriving at his decision as to which 
supplier he is going to buy from. 

enator Kerauver. Then you approve the identical price system 
of the cement companies as found by the Supreme Court in the Cement 
case. ' 

Mr. Biover. You may wish to place that construction upon my re- 
marks. I donot place that construction upon them. 

Senator Kerauver. Mr. Blough, United States Steel is one of the 
largest cement producers, is it not? 

Mr. Biroveu. The Universal Atlas Cement Co. which is one of our 
subsidiaries is a large cement producer. 

Senator Kerauver. How does it rank among the cement producers? 

Mr. Bioucu. Some time back we were first; I think we are about 
fourth now, third or fourth in size, and I would say we have maybe 
9 percent of the cement industry. That is an approximation. 

Senator Kerauver. After the Supreme Court held that your sub- 
sidiary and others had been engaged in an unlawful conspiracy in 
the Cement case, you said the cement companies and your cement 
company changed their pricing methods, but you didn’t change your 
pricing method for United States Steel, did you, on steel ? 

Mr. Bioven. I beg your pardon ? 

Senator Kerauver. After the Supreme Court held that what your 
cement company and others did was unlawful conspiracy, where you 
all submitted bids exactly the same, you said a minute ago that your 
cement company and the cement industry changed their pricing system 
so as to not violate the opinion of the Supreme Court. 

Mr. Buovuen. I believe they did. I am not too familiar with it but 
I believe they did. 

Senator Keravuver. And did not produce identical bids apparently, 
but you didn’t change your pricing system so far as United States 
Steel is concerned. 
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Mr. Buioveu. I don’t know that I quite follow you. 

Senator Kerauver. Let me restate my question again. 

Mr. Biovueu. If you are referring to the fact that United States 
Steel, I think it was in 1948, which was shortly after the cement 
decision, isn’t that correct, 1948 when we did change our pricing 
method at that time, if you are referring to that, then I guess the 
answer to your question is we did change it. 

Senator Keravuver. Do you produce—— 

Mr. Bioucnu. There were some other decisions along in that time. 
I think one was—— 

Senator Keravver. Mr. Blough, let me make my question clear. 
Universal Atlas, your cement company, and a number of others were 
indicted and found guilty by the Supreme Court, and the facts indi- 
cated that you and the others followed a system that produced identical 

rices. 
t Mr. Buover. Mr. Chairman, I wish you would correct your state- 
ment. If I recall correctly the cement case was a Federal Trade 
Commission case. There was no indictment of any kind. 

Senator Keravver. I didn’t mean to say indictment. I mean it 
was a pricing case in which you were held in violation of the Federal 
Trade Commission Act. Anyway the Supreme Court held that you 
couldn’t continue that system which produced those identical prices, 
and I understood you to say that after that decision, the cement com- 
panies, including your Universal Atlas, made a change in the system 
that would not produce identical prices, is that correct ? 

Mr. Biovuen. I beg your pardon, sir. I said just the reverse. I 
said they changed their method of selling, but I wouldn’t be a bit 
surprised to find at a delivered locality that you would find identical 
prices on some products at the present time, which in my book again is 
competition. 

Senator Keravuver. Following the cement decision, did the steel 
companies change their method of pricing so as to try to get away 
from identical bids? ‘That is the question. 

Mr. Bioven. In 1948 the steel corporation did take into account 
several decisions that were handed down at that time, 

We did change our selling method. 

Senator Kerauver. Was that a result of the action brought by the 
Federal Trade Commission in 1947 or was it a result of the Supreme 
Court’s decision in the Cement case ? 

(The F. T. C. order may be found in the appendix on p. 1296.) 

Mr. Bioven. Excuse me just a minute, Mr, Chairman. 

Senator Krerauver. Was it a result of the Federal Trade Commis- 
sion complaint in 1947 against Steel, Mr. Blough, or was it a result of 
the Supreme Court decision in the Cement case in 1948? 

Mr. Brover. You are taking me back 10 years ago, and I am not 
sure I can answer that precise question 

I know there were several Supreme Court decisions at that time 
that induced us to reconsider our selling methods in steel. One of 
them was the Corn Products case, I remember. 

Senator Keracver. Suppose you look that matter over and consult 
your counsel about it. 

Mr. Brioven. I will be very glad to do so. 
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Senator Kreravuver. I have a number of other identical bids which 
I did not read, which will be placed in the record at this point. 


On November 19, 1954, the Springfield Armory at Springfield, Mass., opened 
bids on alloy steel bars, general purpose. One of the items for which bids were 
requested bore these specifications: Alloy steel bars, FS—8620, HR, as rolled 
Ye-inch dia. resulph. 0.085-.050 gr. size 5-SASTM, shall cold shear without 
cracking, in 10-12 foot lengths. Pricing on a delivered basis, that is, all trans- 
portation charges prepaid to destination (Springfield Armory) the bid of United 
States Steel per pound was $0.09305. The bid of Bethlehem Steel was $0.09305. 

On November 19, 1954, the Springfield Armory at Springfield, Mass., opened 
bids on alloy steel bars, general purpose. One of the items for which bids were 
requested bore these specifications: Alloy steel bars, FS—8620, HR, as rolled 549- 
inch dia. resulph. 0.035 to 0.050, fracture grain size 7 or finer as quenched from 
1,550° F. bar stock forgings, shall cold shear without cracking, in 10 to 12 foot 
lengths. Pricing on a delivered basis, that is, all transportation charges pre- 
paid to destination (Springfield Armory) the bid of United States Steel per 
pound was $0.09355. The bid of Bethlehem Steel was $0.09355. 

On November 22, 1954, the Springfield Armory at Springfield, Mass., opened 
bids on carbon steel bars, general purpose. One of the items for which bids were 
requested bore these specifications: Carbon steel bars, FS—-1060, HR, 2s rolled 
Yg-inch dia. fracture grain size 7 or finer as quenched from 1,550° F., shall cold 
shear without cracking, bar stock for forgings in 10-12 foot lengths. Pricing 
f. o. b., the bid of United States Steel per pound was $0.063. The bid of Bethle- 
hem Steel was $0.063. 

On September 11, 1951, the Kansas City District Corps of Engineers opened 
bids on steel plates. The specifications for one of the items on which bids were 
requested were as follows: Steel plates, f. o. b. shipping points, % inch by 86 
inches by 86 inches, 12 pieces. Pricing on an f. o. b. basis, United States Steel 
bid $0.0455 per pound. Inland Steel bid $0.0455 per pound. 

On September 11, 1951, the Kansas City District Corps of Engineers opened 
bids on steel plates. One of the items for which bids were requested had the 
following specifications: Steel plates, f. o. b. shipping point, % inch by 84 inches 
by 84 inches, 12 pieces. Pricing on an f. o. b. basis, the United States Steel Co. 
bid $0.0455 per pound. Inland bid $0.0455 per pound. 

On September 4, 1951, the Ordnance Tank Automative Center at Detroit, Mich., 
opened bids on hot-rolled round bars. The specifications for one of the items 
for which bids were requested were as follows: hot rolled round bars, diameter 
% inch, length 20 feet, Ord. No. 868825, Fed. Stock No. 468-9946, A. I. 8S. I. 
C1018 to ©1022, Ord. Stock No. 010—0969925. The bid of the United States 
Steel Supply Co. (a subsidiary of United States Steel) was $8.15 per foot. The 
bid of Joseph T. Ryerson & Son (a subsidiary of Inland) was $8.15 per foot. 


Mr. Broven. I would like to add to that that you can find more, 
Mr. Chairman, and you can find them in any industry that manu- 
factures the same identical products all over the United States. 

Senator Kerauver. That is right. We have been talking about a 
lot of so-called administered price industries, and that is what we 
are looking into now—whether that is a good thing, what it means, 
whether it is good for the public, whether it is a violation of the anti- 
trust laws, whether the antitrust laws ought to be amended. 

Mr. Biover. Mr. Chairman, may I just remark 

Senator Kerauver. We are trying to determine what public policy 
ought to be, not only in steel, but in a lot of so-called administered 
industries. 

Mr. Broven. Mr. Chairman, may I just remark that according to 
Dr. Backman, I think the figure is correct, nine-tenths of all the 
products that are sold in the United States are sold at what you call 
administered prices. 

Now, it is conceivable that all industry is wrong, and you three 
gentlemen are correct. It is conceivable that that is true. I do not 
accept that as a possible premise. 
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If this attack on what you call administered prices is an attack on 
all industry as it has grown in America and made it the greatest 
industrial country in the world, so be it. 

Senator Kerauver. Mr. Blough, we had always understood that we 
had a free, competitive enterprise system. There has been some testi- 
mony that a large part of our economy prices on an administered 
price basis, 

I am not prejudging our hearings and our conclusions. We find 
from your testimony and others that this free, competitive enterprise 
system that we have been talking about, in a large part of the 
economy is something different from what the people have always 
been taught to believe, that prices are fixed by the law of supply and 
demand. 

We are trying to go into the question of what it is, how extensive it 
is, how it works, who is responsible for it, how it came about, whether 
as a matter of public policy it is a good thing or a bad thing, what 
effect it has on the consumers, what are the laws, what effect it has 
on workers, whether what is being done is a violation of the law. 
If it is not a violation of the law, whether, in the interest of the 
public, laws ought to be amended to cover it. 

These are all questions that we are trying to arrive at. It is just 
an objective study, and we are not here to condemn. We are just 
trying to get the facts. That is all. 

Mr. Buovueu. I appreciate the attitude in which you are approach- 
ing the matter. 

I recall in 1933, I guess it was, Dr. Blair, along in there, 1933-34, 
when this question of administered prices was first raised, then it was 
blamed for the ills of the day. 

Now, for some reason, it has been revived, and the ills of the day 
in connection with inflation are blamed on administered prices. 

In the meantime, I again point out that this country has become and 
remains and prospectively is the greatest industrial complex in the 
world. It produces more goods and services for every individual 
in this country than any other system you can think of can possibly 
produce in any other country. : 

If nine-tenths of the products and services of this country are ad- 
ministered prices, why, then I do not see how it can be so terribly 
wrong. 

I was amused the other day, Mr. Senator, to have some one of our 
associates stick in front of me a little bulletin from the Government 
Printing Office. Sure enough, there were those “administered prices” 
right there. They offered to sell so many copies for so much, and if 
you bought 100 copies, you could buy them for 25 percent off. But 
you could not resell them at any different price than the price that 
was established by the Government Printing Office. 

Senator Krrauver. Mr. Blough, you have put your finger on just 
exactly what we are interested in here. 

Mr. Broueu. If the Government—— 

Senator Kerauver. You point out that the Government sells these 
booklets on the administered price basis, just exactly the same price. 
That is a Government monopoly, and the inquiry here is whether there 
is or whether there should be the same kind of monopoly in private 
industry. 
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Mr. Brover. Mr. Chairman, I point out two very essential differ- 
ences. The Government Printing Office, as you say, is a monopoly. 
It does do one thing, however. It uses an intelligent method of 
marketing its product. 

And no other method the Government Printing Office could use 
would serve its purpose or be intelligent or responsible. 

Now, I point out that the difference is that in the steel industry, 
we have, whatever it is 100 companies, and they are all trying to 
sell their product, and that is competition, and that is not monopoly. 

They are, however, using an intelligent method of trying to market 
their product, as compared with a haphazard method of marketing 
their product. 

Senator Kerauver. By that, you mean having substantially the 
same prices? 

Mr. Bioveu. You can call it what you will, and I have tried to 
point out to you that prices differ and prices change, and you can con- 
strue it that way if you wish. I am again trying to make clear that 
if you care to understand how industry is operated, and not pur- 
sue preconceived ideas of how somebody thinks it ought to be oper- 
ated when nine-tenths of industry is operated that way, we will just 
have to do the best. we can. 

Now, if you care to have us tell you the factors that go into market- 
ing steel, we would be very glad to do so, I suppose now beginning 
at our next session. 

Senator Kerauver. We will certainly want to do so. 

While you are getting up information for the next session, Mr. 
Blough, give us your best thinking about why it is not good public 

olicy, or good for the pres enterprise system and the consumer, if 

nland or some other company only uses 12 or 13 man-hours to pro- 
duce a tom of steel, and you take 17 to 19, why the public should not 
get the benefit of their lower cost. 

Mr. Bioven. Mr. Chairman, I do not have to wait until the next 
time to tell you about that. I tried to make that clear to you earlier. 
Perhaps you did not comprehend it. 

I pointed out that the degree of integration makes a difference. 
I pointed out that if you start with a high degree of charging scrap 
in your metallics, you naturally will have fewer employment hours, 
but your purchased goods and services will go up correspondingly. 

I would not be a bit surprised, whereas ours has gone up on the 
relationship, as I have pointed out to you earlier, of 8.1 to 8.8, our total 
costs per man-hour 8.8, that in the case of Inland the relationship of 
their purchased goods and services is considerably more than our ratio, 
because I assume from what you say that they purchase a higher per- 
centage of the total input that goes into their output. 

Now, you can say that the public should have the benefit of some- 
thing, and that may be a nice sounding thing, but it just is not a 
practical thing. 

Senator Keravver. That is the reason we want a breakdown of your 
costs and the costs of the other companies to the extent we can get 
them, Mr. Blough. 

Senator Dirksen ? 

Senator Dirxsen. Mr. Chairman, how long are you going to sit? 

Senator Keravuver. I guess we ought to be recessing soon. I did not 
know if you had some questions. 
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Senator Dirksen. First, I want to keep the record straight. 

When Dr. Means appeared before the committee, this is what he 
said about administered prices. He says, on page 2 of his statement: 

In contrast, an administered price is set and may be kept constant for weeks 
or months at a time. Most of the prices you come in contact with every day 
are administered prices. The prices in the Senate restaurant, at your barber- 
shop and in your local store, the prices of steel and automobiles, in fact, most 
industrial prices, are administered prices, and so are a large portion of retail 
prices. 

He also says: 

Administered prices represent a way of doing business that leads to a greater 
efficiency and higher standards of living. 

Then one other statement: 

I regard them— 
meaning administered prices 
as an inevitable and indispensable part of our modern economy. 


Senator Krerauver. Will the Senator, if he sees it there, also read 
what he says about the area of discretion that administered indus- 
tries can operate under? 

Senator Dirxsen. It may be in here. There are 16 pages here. 
He speaks about a third dimension there. 

I am frank to say that I get all puzzled here on nomenclature. 

Incidentally, Mr. Chairman, you have been referring to “cabbon” 
steel. 

Senator Krerauver. Carbon. 

Senator Dirksen. I thought it was a new kind of steel with which 
I was not familiar. 

Senator Kerauver. As much as the Senator has been visiting in the 
South, I thought he understood our southern accents. 

Senator Dir«sen. I was in the contracting business once upon @ 
time, and I used to buy steel. I thought maybe this was something 
new. 

Now, Mr. Chairman, I am a little bewildered, without knowing 
about the marketing practices and the marketing operations, so if 
you are going to adjourn now, and I think we should since they are 
having a testimonial for Senator George, can we agree now that when 
we convene on Thursday morning, I shall be permitted to ask Mr. 
Sentner some questions, and also get that statement read? I want to 
find out what is in the statement. 

Senator Keravuver. Mr. Sentner, how long would it take you to read 
your statement ? 

Mr. Sentner. About 15 minutes. 

Mr. Buoveu. It is only about four pages. 

Senator Krerauver. We will make that agreement, then. 

Senator Dirksen. Thursday we are going to hear from Mr. Sentner ? 

Senator Keravuver. And we will have other questions of Mr. Blough. 
We cannot continue the hearing tomorrow because of long-set-up ar- 
rangements of Mr. Blough and others. We have a full committee 
meeting on Wednesday. 

So we will stand in recess until 9:30 on Thursday, in room 457. 

(Whereupon, at 12:05 p. m., the subcommittee recessed, to recon- 
vene at 9:30 a. m., Thursday, August 15, 1957, in room 457, Senate 
Office Building.) 
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THURSDAY, AUGUST 15, 1957 


Untrep States SENATE, 
SuBCOMMITTE ON ANTITRUST AND Monopoly 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:40 a. m., in room 457, 
Senate Office Building, Senator Estes Kefauver, presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter Chumbris, counsel for minor- 
ity; Carlile Bolton-Smith, counsel to Senator Wiley; Dr. Paul H. 
Banner, economist; Dr. E. Wayles Browne, Jr., economist; Ken 
Hechler, administrative aide to Senator Carroll. 

Senator Krrauver. The committee will come to order. In o 
ing the hearing today, I think it will be helpful to make a brie > 
capitulation of some of the major points which I believe have thus far 
been brought out in these hearings on the steel industry. 

1. Evidence has been thus far received which indicates that the 
direct buyers of steel—the steel-consuming industries, distributors, 
and others—will, as a result of the price increase which went into 
effect on July 1, 1957, have to pay roughly a half billion dollars more 
for steel a year. 

Inasmuch as the price increase in 1956 averaged $8.50 per ton as 
compared to the $6 average for this year, it is obvious that the com- 
bined cost to steel buyers of these 2 price increases which have taken 
place during the last 12 months is in excess of $1 billion a year. Since 

Inited States Steel accounts for about 30 percent of the industry, this 
means that these 2 price increases will bring to this company addi- 
tional gross revenue 1n the neighborhood of $300 million a year. 

2. Breakdowns of the cost of the wage increase of the second year 
of the wage contract which went into effect July 1 of this year were 
put in the record. According to United States ‘Steel, this amounted 
to 21 cents per hour. But according to the union, this was 16.5 cents 
per hour. According to the testimony of officials of United States 

teel, the price increase was 4 percent of $6 per ton. The employ- 
ment costs were increased by about 6 percent, according to testimony 
we received. 

Testimony further showed that employment costs including not 
only production workers but executive salaries, salesmen’s salaries, 
etc., was 39.7 percent. We have yet to ascertain the exact amount of 
the cost increase to United States Steel as the result of the United 
Steel Workers contract. 
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Mr. Blough advises me this morning that they will be in a position 
to submit information pursuant to our request at the meeting last 
Saturday in connection with this matter and with other cost data. 

3. We have received evidence that the price increase put into effect 
by the other major steel producers, following the lead of United 
States Steel on July 1, 1957, were with few exceptions, exactly the 
same as the increase by United States Steel. 

4. A chart has been received which indicates that the rate of profit 
for the steel industry for the first 6 months of 1957 was substantially 
above the level that would have been anticipated on the basis of the 
historic relationship between percent of capacity operated and rate 
of profit. This would strongly suggest to me at least that the price 
increase following the wage settlement in 1956 was greater than the 
increase in cost. 

5. We have put into the record instances of identical bidding in 
which United States Steel with at least one other major steel producer 
quoted prices to a Government purchasing agency which were pre- 
cisely identical down to the last ten-thousandth of a cent. 

6. We have pointed out the difference in the price behavior of the 
two basic raw materials for steel production, pig iron and steel scrap. 
It was shown that the price of pig iron—which is a highly concen- 
trated product—did not decline when steel production went down to 
1949, 1954, and thus far in 1957. In contrast, the price of steel scrap, 
which is a nonconcentrated product, behaved as one would expect on 
the basis of the change in the demand for the product—the price 
falling in 1949, 1954, and again in 1957. 

The difference in the price behavior of theso two products vividly 
illustrates the difference between an administered price and a market 
price. 

We have received from Mr. Blough a most interesting and to me 
surprising definition of price competition. After I put into the rec- 
ord evidence of identical bidding (transcript p. 776 et seq.) I asked 
Mr. Blough this question : 


Wouldn’t it be more competitive if there were at least some slight difference 
in these prices? 


Mr. Blough’s answer was: 
My concept is that a price that matches another price is a competitive price. 


If you don’t choose to accept that concept of course, then you don’t accept it. 
In the steel industry we know it is so. 


Mr. Blough went on to state: 
I say the buyer has more choice when the other fellow’s price matches our price. 


In his testimony, Mr. Blough, in attempting to create the impression 
that virtually all prices are “administered prices,” referred to Macy’s 
as having administered prices. There is, of course, a crucial distine- 
tion between the position in which Macy’s finds itself and that of 
United States Steel. When Macy’s increases the price of any given 
product, it has no certain knowledge whatever that Gimbels is going 
to increase its price by a like amount. 

In other words, its area of discretion in price making is strongly lim- 
ited not only by the presence of Gimbels but by Gimbels conspicuous 
independent behavior. But when United States Steel raises its price, 
it does so with the almost certain knowledge, based on years of ex- 
perience, that its so-called competitors will make the same increase. 
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Inasmuch as Mr. Blough brought up the matter of Macy’s pricing, 
let us follow it through and see where we come out. Would Mr. Bloug 
say that Macy’s and Gimbels are not in competition because their 

rices are different? Would he say that New Yorkers would have the 
benefit of greater competition, of greater freedom of choice, if the 
prices of Macy’s and Gimbels were invariably identical? Would he 
consider that competition between Macy’s and Gimbels would be 

reater if every price increase by Macy’s was immediately matched by 
Gimbels? If Macy’s and Gimbels turned to what we have heard here 
about the steel industry, then a new Macy’s slogan might wave over 
Herald Square, “Our prices are always exactly as high as Gimbels.” 

This committee is not engaged in an exercise of economic semantics. 
We are engaged in an objective study in order to determine whether or 
not prices are determined in the steel industry and other industries by 
competitive methods or whether prices are managed and administered 
in a manner that a great many people thought was foreign to com- 
petitive forces. 

As I have previously stated, it has been assumed, I believe, that 
our antitrust laws have been aimed at and are adequate to guarantee, 
under our free competitive system, the benefits of competition. If 
this is still true, all is well and good. But if the present system of 
pricing in America is automatic and devoid of anything but price 
identity, then I think we must study and understand the problem and 
decide upon the public policy that we are going to adopt in connection 
with it. 

We must reexamine our antitrust laws in order to try to guarantee to 
the American people the benefits of competitive pricing. 

Senator Dirksen. Are you finished with your statement, Mr. Chair- 
man ? 

Senator Krrauver. Yes. 

Senator Dirksen. I think then this would be an appropriate time 
for me to make a statement. 

Senator Kerauver. Very well. 

Senator Dirxsen. Mr. Chairman, this is of course the first time I 
have seen this statement. I would regard it as in the nature of an 
interim staff report 

Senator Keravver. It is my statement. 

Senator Dmxsen. Based on the data that the staff has assembled for 
you. 

Senator Keravver. It is based on the information that is in the 
record. 

Senator Dirksen. I deplore an interim staff report and always have. 
I think Mr. Blough and his associates are fully entitled to make com- 
ment on the statement, and along with it, of course, if there is anything 
they want to insert in the record at this point, by way of comment, this 
is the place to do it so there is no gap in the record. 

Senator Kerauver. Of course, we expect to ask Mr. Blough and his 
associates to comment on the statement. I had wanted to put two 
tables with new information in the record also, and I thought that 
after they were in the record the witnesses might comment on my state- 
ment and also on the information contained in the charts. 

Senator Dirksen. But Mr. Chairman, if you get too far away from 
the statement, sometimes the effect of the reply is lost. 

Senator Keravuver. That is 
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Senator Dimksen. I think, Mr. Blough, in the interests of objectiv- 
ity——_ 

Senator Kerauver. Very well, Mr. Blough. We have no argument 
about that. epee ; 

These tables bear upon the concentration in the steel industry. I 
thought if we put them in the record you might want to make some 
comment about them in connection with the statement, but we will leave 
it to you. If you would rather make your comment later. It is all 
right with me. I would like before you do make your comment to 
read into the record a telegram that we have received which we have 
asked to put in the record. You might want to make some comment 
about this. It isaddressed tome. It says: 

Recent testimony of Roger Blough, board chairman of United States Steel, at 
your Senate Judiciary Subcommitte Thursday, was that steel prices advanced 
14 percent between 1951 and 1955. Our records show that the billing price to us 
of farm fence has increased 58 percent from August 1948 to 1955, or $56 a ton. 
Barbed wire increased 44 percent or $54 a ton. During this same period, farm 
income declined 17 percent. In 1956 there was an additional $19 a ton increase 
and in 1957 another $11 a ton increase in fencing. In answer to your opening 
statement, “Whether prices administered in the steel industry in such a manner 
that competition is negligible,” it should be easy to substantiate this in the 
field of farm fencing. 

L. E. KYLg, 
Farm Supply Division Manager, Farm Bureau Cooperative Association, 
Columbus, Ohio, 

Either now or sometime later, if you can give us any information 
about this, we would appreciate it, sir. 

Very well, Mr. Blough. 


STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F. SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIALS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C. JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN S&S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP.—Resumed 


Mr. Buover. Mr. Chairman, I appreciate the opportunity to com- 
ment at this time. I am sure you would have no objection if I 
comment a little more fully and file something with the record later 
on with respect to your statement. I have only two things to remark 
about at the present time. 

The first one is I asked one of our statisticians to check on what 
would have happened to the price of steel last year if the price of 
steel behaved or acted in the same way that the price of scrap acted, 
and this is the story. The BLS index for scrap in July 1956 was 
112.9. In December 1956 it was 156.5. In other words, the price of 
scrap went up in that 6 months’ period just about 39 percent. Now, 
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if the price of steel had gone up in that 6-month period 39 percent, 
the price of steel would have had to have gone up something like $52 
instead of $8.50. 

What happened was that the price of scrap reversed itself in Jan- 
uary, in February, in March, and came down again and went down 
very low. I have forgotten exactly what it was. Then it started 
back up again. Now, if it is a concept of Dr. Blair that it is wise 
to have the price of steel go up $50 a ton during a 6 months’ period 
and then drop down again $50 a ton during the next 6 months’ period, 
he may think that that is a wise thing, but I don’t happen to believe 
that that is so. 

Senator Kerauver. Mr. Blough, we are not talking about that. 
Dr. Blair is not running this committee. 

Mr. Buiouau. I beg your pardon, I should have said the chairman. 
Excuse me. 

Senator Keravver. I was trying to illustrate the difference between 
a so-called administered price industry at certain times and one where 
the market price is a prevailing influence. 

Mr. Buioucnu. I understand. I will have no further comment on 
that at this time. 

Now may I just conclude by a little further reference to Gimbels. 

Senator Krrauver. Before you leave the price of scrap, the time 
you are talking about was 1956, I think, wasn’t it? 

Mr. Buoueu. That is right. 

Senator Krerauver. That is, the price of scrap went up substan- 
tially in the latter part of 1956, and the price of scrap then went down 
in the early part of 1957? 

Mr. Bioucu. That is what I said, yes. 

Senator Keravuver. I notice in the August 13 issue of the Wall 
Street Journal that the peak rate of steel scrap declined $1 a ton in 
Pittsburgh and $2 in Chicago. 

Mr. Bioucu. That is right, since about I think April the price of 
scrap has turned up again until the last week, and last week it has 
been off $1 or $2. Since April I think it has gone up—well, I have for- 
gotten the figure and I shouldn’t estimate, but it is a sizable increase. 

Senator Kerauver. While you are talking about steel, will you tell 
us roughly what percentage of the total cost of the finished product 
does scrap represent ¢ 

Mr. Buioveu. I can’t give you the total cost, sir. 

Senator Krerauver. Can some of the other gentlemen here just give 
us a rough estimate ? 

Mr. Buoven. I can give you this roughly. We consume a variable 
amount of scrap depending upon our rate of operations. If we were 
operating at 50 percent, Mr. Chairman, we would use practically no 
scrap, relatively small purchased scrap. If we were operating at 95 
or 100 percent, we would consume perhaps something a little over 
3 millon tons of scrap. It will be a variable depending upon our rate 
of operation. 

Senator Knrauver. Assume you are operating at 90 percent? 

Mr. Biouen. I would say that it is somewhere in the area of 3 mil- 
lion tons, but I would also say that that is a variable at that point too. 

Senator Keravuver. All right, sir. 

Mr. Bioucn. Now may I continue? 

Senator Kerauver. Yes. 
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Mr. Broven. I just wanted to make one very brief reference to Gim- 
bels. I see Gimbels has come into the picture along with Macy’s. If 
1 recall correctly, Mr. Chairman, the advertisement bears this legend, 
substantially every day or practically every day: “Nobody, but no- 
body, undersells Gimbels.” 

Senator Krravuver. That is right, the advertisement is “Nobody, but 
nobody, undersells Gimbels.” But what we are talking about is that, 
according to the steel industry, Gimbels would say nobody, but no- 
body is going to get us to sell lower than Macy’s. I say that nobody, 
but nobody, can accuse Bethlehem or United States Steel of under- 
selling one another. 

Senator Drrxsen. All that adds up to what, Mr. Blough? I am 
confused. 

Senator Keravuver. Mr. Blough brought in the matter of Macy’s 
having administered prices. I thought it fair to point out that they 
also have competition with Gimbels, that Gimbels say nobody is go- 
ing to undercut them, and that undoubtedly does have some effect on 
the price of both stores. 

Mr. Buioveu. Senator Dirksen, I am trying to proceed with the 
chairman’s expressed intentions of getting on with the hearing. I 
don’t know that anything that I could do at this point would add to 
the sum total of human understanding on this point, and I think I 
have said in the past part of the hearing all that I need to say with 
respect to the situation. 

1 will discuss it first if you wish, but I haven’t any desire to do so 
at this time. 

Senator Drrxsen. I should make one comment. We will revise the 


slogan: “Everybody, but everybody undersells everybody else,” and 
then we will let Dr. Means rescue us from our dilemma. 

Senator Kerauver. From the American Iron and Steel Institute we 
have received information furnished us as to the part of the steel 
business which the 4 biggest Saat of each product have, then the 


next 4 companies and then the rest of the industry. This is broken 
down product by product, which is important in this hearing. Let 
that be printed in the record. 

(The documents referred to, and accompanying letter, may be found 
in the appendix on p. 1022.) 

Senator Keravuver. Do you have a copy, Mr. Blough? This is en- 
titled “Net Shipments of Carbon Steel Products, The Next Four 
Largest And All Other Shippers,” the summary of the 4 largest in the 
first 6 months of 1955, 1956, and the first 6 months of 1957. During 
the first 6 months of 1957, the 4 largest account for 68.6 percent, which 
is not much different from the previous 2 years, a slight increase. 

For the next 4 largest shippers, the total is 18.8 percent, which is 
slightly under the previous 2 years, and for others among the 8 largest 
shippers the total is 12.5 percent, which is just slightly under the pre- 
vious 2 years. 

Senator Dirksen has something to say on the lengthy preliminary 
portion of the Bureau of the Census concentration figures which is 
rather critical, I think, of the Bureau of the Census information 
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which was compiled for the subcommittee. It should be noted that 
these concentration figures submitted by the American Iron and Steel 
Institute compare very closely with the concentration figures of the 
Bureau of the Census which was furnished this subcommitte, with the 
difference that, with one exception, the American Iron and Steel In- 
stitute figures show a litle higher concentration than that of the Bu- 
reau of the Census. 

We will also put a comparison of the two in the record. 

(The information referred to follows:) 


Comparison of share of shipments of selected steel products accounted for by 
4 largest companies, American Iron and Steel Institute and Bureau of the 
Census 

{Percent} 


| 
| 
| American Bureau of 
\Iron and Steel} the Census 
Institute | (1954) 
(1955) 








} 
| 
| 


Steel ingots. 

Semifinished steel mill shape s and forms: 
Steel plates__ ies 
Hot-rolled sheet and strip... 
Tinplate, terneplate, and black ane 
Structural shapes and filing -- 
Hot-rolled bars and bar shapes_-_- ete! 
Sheets, cold rolled, and ae cold rolled __- 
Bars, cold finish. Lieu 


Mr. Biovau. Pardon me, Mr. Chairman. Can you revert specifi- 
cally to the date on which you made the last statement ? 

Senator Kerauver. You mean the census figures? 

Mr. Buiouen. No, I am trying to find out how the American Iron 
and Steel data compares with the census. 

Senator Kreravver. I will read off the comparisons we have. Amer- 
ican Iron and Steel Institute 1955, steel ingots, 73.3; Bureau of the 
Census, 76 percent. Semifinished steel mill ‘shapes and forms, Amer- 
ican Iron and Stel Institute 733, Bureau of the Census, 75. Hot- 
rolled sheet and strip American Steel Institute, 58.7; Bureau of the 
Census, 53. Tin plate, terne plate, and black plate, American Iron and 
Steel Institute, 7 (7.8; Bureau of the Census, 76. Structural shapes and 
piling, American Lron and Steel Institute, 94; Bureau of the Census, 
92. Hot-rolled bars and bar shapes, American Steel Institute, 69.2; 
Bureau of the Census, 58. Sheets cold-rolled, American Iron and Steel 
Institute, 55.6; Bureau of the Census, 49. Bars cold-finish, American 
Iron and Steel Institute, 66.6; Bureau of the Census, 47. 

I should make this distinction, too. The first year given us by the 
American Iron and Steel Institute is 1955. The figures for the Bureau 
of the Census are for 1954, that being the last year they were com- 
piled. 

Mr. Buioven. First of all, may I ask that the letter from the Ameri- 
can Iron and Steel Institute and the data which was received by the 
committee be included in the record ? 

Senator Kerauver. You want the letter? 
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Mr. Birovesr. From the American Iron and Steel Institute and the 
three pages which are the basie data from which your schedule is 
taken. We would like to have that included in the record. 

Senator Keravuver. It was put in the record the other day. 

Mr. Buoven. [f it isn’t in the record, may we have an understanding 
that it will be placed in the record? 

Senator Keravver. I think the reporter has it now. 

Mr. Buovuen. I wasn’t aware that it was in the record. 

Senator Keravuver. The original letter from the American Iron & 
Steel Institute from which these compilations were taken ? 

Mr. Bioveu. Yes. 

Senator Keravver. It will be made a part of the record. 

(The document referred to is as follows:) 


AMERICAN IRON AND STEEL INSTITUTE, 
New York, N. Y., August 2, 1957. 
Hon. Estes KEFAUVER, 
United States Senator, Washington, D. C. 


Str: Replying to your telegram of July 30 and subsequent discussion with 
Dr. John Blair of your staff, we are herewith submitting the information re- 
quested. 

In these tabulations we have first shown for each basic carbon steel product 
the industry net shipments based on reports from 128 companies for the years 
1955-56 and for 6 months of 1957. This information is regularly compiled on 
the report AIS—16 of American Iron and Steel Institute. 

As per your request we have shown, for each product, (1) the total shipped 
by the 4 largest shippers; (2) the next 4 largest shippers; and (3) the total 
shipped by other than the 8 largest shippers of each product. 

It was necessary to apply the usual rules to avoid disclosure of individual 
company figures, which was explained to Dr. Blair. We have, however, indicated 
by a footnote the relatively small amount of these transfers. 

Very truly yours, 


Max D. HoweELt, 
Executive Vice President. 
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Net shipments of carbon steel products as reported to American Iron and Steel 
Institute by 128 companies 


YEAR 1955 
[Net tons] 


| 
| 4 largest Next 4 Other than 


| 

| Total all shippers largest the 8 largest 
| Items reporting of each shippers shippers 

| companies | product of each of each 
| 


Products 


product product 
() (2) (3) (4) 


| 
Ingots and steel castings.............---------- | 1A| 474,017} 342, 542 99, 555 


Blooms, slabs, billets, sheet bars } 2 154, 359 1, 638, 255 254, 314 


EE TONED So ence swnsa sb atibwcwnsalbbcudans 
| 191, 591 191, 591 (1) 


1, 171, 780 901, 485 195, 711 
4, 695, 863 4, 389, 289 5 
391, 295 391, 295 
6, 403,047 | 4, 692, 690 | 
1,150,976 | 1,150,976 | 
82, 766 | 82, 766 | 
68, 314 68, 314 
311, 411 311, 411 
93, 097 60, 452 | 
305, 287 305, 287 | 


aw 


ES Te! ee. 
Structural shapes (heavy) 
Steel piling 


Rails, standard (over 60 pounds) 

Rails, all other 

Joint bars 

Tie plates | 
I Deeb. own cen cdeckebnuwebnntubete 
Wheels (rolled and forged) 
RT 1 Ad inssmisnedd oth cai adwecmdekiinabaen 119, 103 | 119, 103 | 
Bars, hot rolled (including light shapes) | 6,571,349 | 4,548,891 | 1,114,627 
Bars, reinforcing { 2, 164,641 | 1, 459, 195 | 310, 154 
Bars, cold finished 5 1, 526, 795 1, 017, 428 | 332, 198 
OS Se. See ee | 15, 452 | 10, 272 3, 692 
Standard pipe--_-.. al | 2,967, 501 1, 846, 068 | 862, 948 
Oil country goods___..-.-- | 2,120, 896 1, 274, 756 655, 744 
Line pipe } ‘ 3, 083, 705 2, 049, 686 619, 702 
Mechanical tubing _- . ; | : 695, 589 366, 910 137, 693 
Oe a ene Sn 233, 106 187, 047 35, 973 
Wire, drawn..__- bbl Elem incicototadlcalillse 23 | 3, 112, 883 2, 043, 032 514, 684 
Wire, nails and staples ‘ 650, 955 384, 881 | 166, 496 
Wire, barbed and twisted 2 113, 372 78, 831 34, 541 
Wire, woven wire fence . 312, 156 230, 085 82, 071 
Wire, bale ties ‘ 60, 389 | 43, 050 17, 339 
Black plate 797, 720 | 626, 758 152, 683 
Tin and terne plate, hot dipped 4 1, 100, 762 929, 989 170, 773 
Tin plate, aaaras beetictginnase winclnndiow . ‘ 4, 503,637 | 3, 421, 513 754, 032 28, 
Sheets, hot rolled é 9, 021, 769 5, 128,797 | 1,900,093 1, 992, 879 
Sheets, cold rolled , ’ 14, 964,019 | 8, 480, 923 
Sheets, galvanized___- 3 2, 863,832 | 1, 845, 225 
Sheets, all other coated . : é 275, 046 275, 046 
Electrical sheets and strip “ 36 130, 576 130, 576 | 
Strip, hot rolled : 2, 051, 367 | 1,375,018 
SN NU MEIN ainais ddbScb cb encusenasnaccce sl 1, 451, 054 640, 626 | 361, 905 


PAOD KK COOMN Ao Wh 








Total, carbon steel 78, 401, 477 | 53, 040, 05 9 | 15, 432, 150 9, 929, 268 
Number of companies involved lakes 12 33 | 45 93 
Number of companies involved in 8 largest 


shippers 











12 companies; included in col. 2. 
21 company; included in col. 2. 
$3 companies; included in col. 2. 
43 companies; included in col. 3, 
51 company; included in col. 3. 
6 2 companies; included in col. 3. 


The number of companies is indicated. Totals of columns before transfers from col. 3 to col. 2 and col. 4 
to col. 3 to avoid disclosure were as follows: 
Net tons 


52, 939, 874 
15, 499, 157 
9, 962, 446 


95009—58—pt. 2——11 
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YEAR 1956 
[Net tons] 

















| 4 largest Next 4 Other than 
| | Total all shippers largest the 8 largest 
Products Items | reporting of each shippers shippers 
| companies | product of each of each 
product product 
(1) | (2) (3) (4) 
Ingots and steel castings J 711 341, 372 95, 053 42, 286 
Blooms, slabs, billets, sheet bars... ' 1B 1, , 867 1, 154, 608 256, 465 277, 794 
Tube rounds... a 1C , 893 9, 893 | (1) 
Skelp ‘ 2 97, 825 197, 825 (2) 
Ww ire rods_-.- = 3 1, 107, 421 825, 507 206, 932 74, 982 
Structural shapes (he avy)... | 4 5, , 797 4, 915, ! 309, 994 71, 987 
Steel piling 5 434, 097 
Plates 6 7, 189, 166 i, 1, 033, 937 1, 381, 049 
Rails, standard (over 60 pounds) _ _.. 7 1, 201, 354 1,2 
Rails, al! other. ... 1 8 98, 362 (3) 
Joint bars..... ; 9 81, 554 (‘) 
Tie plates. _.-_. i 298, 201 (?) 
Track spikes___. J 1! 93, 467 35, 010 
Wheels (rolled and forged) 12 247, 692 2) 
Axles __- BO 13 171, 431 | ; 
Bars, hot rolled (including light shapes) _ .- 14 6,875,220 | 4,% 1, 104, 265 | 895, 126 
Bars, reinforcing Rk U8. 15 | 2,518,276 | 1, 347, 857 | 500, 048 
Bars, cold finished bo bee sOise 16 1, 386, 592 | 431 | 159, 782 
OE a a tn eninedetoodabhs vohcubiedinde 7 17,415 2, 993 | 2, 946 
Standard pipe--_-.---- poke Minch och Sedpteds 18 2, 926,980 | 1, 81 | 269, 131 
Oil country Gs Sub eS i ALS 19 | 2,187,780) 1,: 687, 642 | 214, 603 
BR le sea Sol. nd ek oo okt A SE. 20 3, 376, 021 2, } 514, 358 
Mechanical tubing. dp dndiihtanrek diitip>dsan 21 675, 923 182, 420 
Pressure tubing... ..........-.--- de 22 307, 601 | 15, 426 
Wire, drawn 528. SEE. bo db Jo. 23 2, 906, 135 1, | 498, 553 
Wire, nails and staples APU MRG 28 tondd bs delinds 24 557, 280 81, 433 
Wire, barbed and twisted_. _-_- nie wend dibb nm 25 74, 316 21, 785 (4) 
Wire. woven Wie $0mee. ws 22. ck csk ee 26 273, 352 64, 408 | (4) 
Wire, bale ties..........-. Biba. pth 27 49, 672 11, 611 (5) 
BO, ONOO IE Ail hace bate biceickician oatndd dedbelvne 28 765, 055 148, 660 | 30, 151 
Tin and terne plate, hot dipped. onebatnddiline 29 950, 070 : 117, 134 | (5) 
Tinplate, electrolytie__.......-- ; J 30 4, 615, 068 3, d 677, 207 | 415, 373 
Sheeee, oe rete... ok bb uk... ... Je... 31 i7, 449 4, 614, 690 1, 806, 586 1, 946, 173 
Sheets, cold rolled_..........-- weed dtles 32 , 608 7,108,012 | 3, 608, 835 2, 291, 761 
Sheets, galvanized _..........-- Ha Jei.. 33 57, 990 1, 815, 643 991, 403 | 150, 944 
Sheets, all other coated. ___-__- : j 34 6, 556 226, 556 (2) egy emp: 
Electrical sheets and strip--.-__. és Jot 36 120, 145 120, 145 (3) - 
Strip, hot rolled_.............--- J 37 1, 757, 347 1, 294, 236 251, 141 211, 970 
a Fa ee ae 38 l, 318 367 622, 905 401, 140 204, 3 322 
Total, carbon steel J& a L --| 77,005,056 | 51, 526,866 | 14, 955, 622 10, £ 522, 568 
Number of companies involved -. ‘ 2 128 36 45 96 
Number of companies involved in 8 largest 
Gignere. -s<s60ce555.-- hi sie wiednaten ieceietate i) 
| 





13 companies; included in col. 2. 
2 2 companies; included in col. 2. 
31 company; included in col. 2. 
43 companies; included in col. 3. 
51 company; included in col. 3. 


The number of companies is indicated. Totals of columns before transfers from col. 3 to col. 2 and col. 4 
to col. 3 to avoid disclosure were as follows: 


Net tons 
OG sith alta taal ata tdeudedsdsoenanaeentatdenhode cvccbestbsbh deel bce 51, 443, 702 
a ea rindi endionsteadonadiadiaa aeella a .----- 15, 025, 856 
Ee Wns beedbecn sete e esac coe tenees ep tet tection ets ee ee # 10, 535, 498 


| 





ADMINISTERED PRICES 


FIRST 6 MONTHS, 1957 
[Net tons] 


Next 4 Other than 
largest (the 8 largest 


4 largest 
| Totalall | shippers 


ofeach | ofeach 


| 
| 

Products Items | reporting | ofeach | shippers shippers 
| 

| product | product 


| companies | product 


(1) 


Ingots and steel castings f) SACLE 1A 141, 596 17, 577 | 17, 218 | 6, 801 
Bloovns, slabs, billets, sheet bars... ~ én 228, < 923, 103 | 146, 614 | 158, 624 
Tube rounds : baad 1C | 44, § 44, 870 | (4) Beet Ate 
Skelp_.. ; ee ites 9 87, 944 (?) $--e/ a 
Wire rods , . 3 } 522, 219 397, 496 04,117 30, 606 
Structural shapes (heavy) | 8, 406, 936 120,249 | 213,395 | 73, 292 
Steel piling f 300, PR AES be tte ented = ‘ 
Plates , 44, 616 3, 108, 259 766, 454 869, 903 
Rails, standard (over 60 pounds) 740, 946 740, 943 |_..- ‘J ‘ 
Rails, all other ; 46, 152 46,153 | (4) 

Joint bars . ; 9 | f 3 | 51, 833 | (3) 

Tie plates ni 38, 126 168, 126 | (2) 

Track spikes 8, 85 32, 541 16, 313 | 

Wheels (rolled and forged)... | f 96, 354 96, 354 

Axles 3 8, 696 | 8, 696 | aration 
Bars, hot rolled (inc ne light shapes) $446 3, 498, 136 2, 503, 973 | 582, 037 412, 129 
Bars, reinforcing... ~ f 333, 963 | 5, 371 | 191, 122 227, 470 
Bars, cold finished__. ES ‘ A j 590, 7§ 397, 630 | 128, 651 64, 513 
Tool steel i s | , 262 | i } 1, 731 714 
Standard pipe | 1, 517, 46; 957, 676 | 439, 208 120, 579 
Oil country goods ci 4 . , 361, Sf 3, 305 | 424, 558 | 124, 032 
Line pipe * : : os 9, 56 , 405, 393 456, 134 318, 037 
Mechanical tubing- -- ; 2 : 797 | 56, 397 | 85, 918 
Pressure tubing. _ 4 22 | 81. | 3, 706 25, 120 9, 488 
Wire, drawn. : 2 b ) 909, 251,170 | 247, 163 
Wire, nails and staples . 24 , 65 53, 615 70, 780 36, 264 
Wire, barbed and twisted : 25 43, & 31, 889 | 11, 294 | (4) 
Wire, woven wire fence... 26 16, 637 , 855 34, 782 | (*) 
Wire, bale ties_. : 33, ; 26, 4 7, O55 (5) 
Black plate 28 357, 288 | 283, 051 | 62, 727 11, 510 
Tin and terneplate—-hot dipped - --.- f i1, 919 404, 896 | 57, 023 > 
Tinplate, electrolytic - : 3 , 783, 28 133, 870 476, 521 172, 889 
Sheets, hot rolled__..._..__- : , 206, 503, 093 869, 390 $33, 621 
Sheets, cold rolled. 3% }, O18, 6 3, 245, 917 1, 676, 039 1, 096, 651 
Sheets, galvanized 3 , 291, 986 | 787, 358 | 435, 601 69, 027 
Sheets, all other coated_ ad eS : 4, | 104, 018 | (3) at 
Electrical sheets and strip- - ; 36 | 56, 516 56, 516 | (1) 

Strip, hot rolled. ‘ : ; : 768, 189 557, 292 112, 885 

Strip, cold rolled_- ie 3 520, 4! 263, 963 


Total, carbon steel - 1, 288, 565 | 28, 340, 466 
Number of companies involved_.__. Bhs 128 34 
Number of companies involved in 8 largest 

shippers 


1] company; included in col. 2 
22 companies; included in col. 2. 
33 companies; included in col. 2. 
43 companies; included in col. 3 
51 company; included in col. 3. 


The number of companies is indicated. Totals of columns before transfers from col. 3 to col. 2 and ol. 4 
to col. 3 to avoid disclosure were as follows: 
Tons 


-. 28, 304, 932 
7, 806, 811 
5, 176, 822 
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Mr. Buioven. In connection with what you have just said, I just 
want to point out that the 4 largest shippers of each product enu- 
merated on the American Iron and Steel Institute data constitute 34 
companies, and the next 4 largest shippers of each product constitute 
44 companies and all other shippers of each product constitute 90 
companies, or (after elimination of duplication) a total of 128 report- 
ny, That is for the year 1957. 

enator Kerauver. Yes, Mr. Blough. If you look on the third 
page, you will find that is set forth—number of companies involved: 
33, 36, 34. Do you see that on the back page? 

Mr. Brovaeu. I was afraid that someone might get the wrong deduc- 
tion froni looking at the data which you have just read in the record, 
because it says: 


Comparison of share of shipments of selected steel products accounted for by 
four largest companies, American Iron and Steel Institute, and Bureau of the 
Census. 


Now the 4 largest companies isn’t related to the 4 largest companies 
shipping the individual product. It sounds as though the four largest 
companies were these. 

Senator Kerauver. We know, of course, that some companies make 
one product, some make another product, and then on the third page, 
we set forth the number of companies involved each year. 

Mr. Buovexu. We haven’t had an opportunity to study the schedule, 
and it may set forth exactly the information written in, but I think the 
American Iron and Steel basic data would be useful in the record also, 
and itisin. Dr. Blair says it is in. 

Senator Keravver. I think it is worth while to note several items 
from this exhibit. The 4 largest companies during these 2 years and 
the 6 months, first half, had 100 percent of the shipments of a number 
of items: Skelp, steel pilings, rails, rails all others, joint bars, plates, 
wheels, axles, electrical sheet strip and sheets all other coated. That 
doesn’t indicate, of course, the part of the production or shipments of 
United States Steel alone. 

We have other information from the Iron and Steel Institute as to 
United States Steel’s capacity, which I believe you have a copy of 
and we will make a part of the record. 

Mr. Buovenu. I don’t know about that, Mr. Chairman. 

Senator Keravuver. The United States Steel Corp. has the largest 
capacity in the steel industry for the production of ingots and steel for 
castings, of pig iron, of coke, and of most of the 46 major product 
lines. 

Eliminating the small-tonnage lines, there are 33 products (includ- 
ing iron, coke, and ingots) with an industrywide capacity of 500,000 
tons or more per year. Of these 33, United States Steel Corp. has the 
largest capacity for 22, and the second largest capacity for 6 products. 

The accompanying table, as of January 1, 1957, lists every major 
product for which United States Steel Corp. has the largest capacity 
and its percent of total capacity; the percentage held by the second 
largest producer of that product; and the difference between United 
States Steel Corp. and the second largest. The table also indicates in 
column 4, the 13 products for which United States Steep Corp. has 
both 33 percent or more of total industry capacity and a lead of at 
least 10-percentage points over its nearest rival. 

(The table referred to follows: ) 
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Iron, coke, and major steel products for which United States Steel Corp. has the 
largest capacity in the United States, Jan. 1, 1957 


| | Difference 
United States} Percent of | between Items for 
Steel Corp. | industry | United States which 
percent of | capacity in | Steel Corp. | United States 
total indus- | next largest and next Steel Corp. 
try capacity company | company iis particularly 
(percent ) dominant ! 


(1) 





| 
| 
} 
| 


Ingots and steel for castings.._..........-....-- 
SNE PROT Ls ii bbe djacd due bselinn dds dddeed | 
Coke ovens ; 
Products: 
Finished hot rolled: 
Rails, standard 
Long-joint or splice bar_- 
Plates, sheared _ 
Hot-rolled sheets. ...................... 
Hot-rolled strip 
Coils for cold reduced black plate and | 
RR I ia titted singh dn 45 e cb) 
Bars, other than concrete reinforcement - 
WUMG 8OGBe nao So cn esc ccbecole anata 
Blanks, tube rounds, etce........... nat 
Other steel mill products: 
Pipe and tubing: 
Buttweld ~ 
DUORIIGD i sss cca shh Le kbbisn | 
Galvanized. 
Wire and wire products: 
Plain wire 
Galvanized wire 
Nails and staples__.........-- veee-4 
Barbed wire 
Woven fence y 
i 16, 
Tin mill products: 
Hot-dipped tin and terne plate 51.9 | 19. 
Electrolytic tin plate 31, 18, 
Black plate .§ 18.6 
Tie plates. ;..-..... li a iil okt 54, : 24. 0 


| 
} 


1 Items for which United States Steel Corp. has at least 33 percent of industry capacity and a lead of at 
least 10 percentage points over the 2d largest producer. 


Source: American Iron and Steel Institute: Directory of Iron and Steel Works of the United States and 
Canada, 1957. 


United States Steel Corp. had the second largest capacity in the 
following major products (not shown on the attached table) : 
Percent 


Structural shapes—heavy 
Plates, universal 


Pipe and tubing, electricweld 
Sheets, cold rolled 


Of the 25 products in which United States Steel Corp. led all other 
producers, it had: 


Products 


50 or more percent of capacity 
40 to 49 percent 
30 to 89 percent 
20 to 29 percent 
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In the same 25 products, United States Steel Corp. was ahead 


of its nearest rival by— 
Products 
30 or more percentage points 
20 to 29 percentage points in 
10 to 19 percentage points in 
0 to 9 percentage points in 


Anytime you wish to comment about this, Mr. Blough, you may 
do so. This is taken from the directory of the American [ron and 
Steel Institute, from which the tabulation is made, in which the per- 
centage of capacity by the 10 largest producers, product by product, 
has been calculated. 

Let this be made a part of the record. 

Senator Kerauver. On page 2 of the exhibit taken from the steel 
directory, it is interesting to note that United States Steel’s part of 
ingot and steel for casting was 29.7. That is the figure you gave us 
the other day, I believe, Mr. Blough. 

Mr. Buiovex. That’s right. 

Senator Kerauver. Blast furnaces, 33.9; coke ovens, 31.6; rails, 
50.1; hot-rolled strip, 20.1; Wire rods, 39; blanks, tube rounds, 42.8; 
pipe and tubing, buttweld, 25.3; barbed wire, 41.3; woven fence, 27.3. 
This compilation represents the first time, so far as I know, that an 
attempt has been made to break down product by product from the 
directory of the American Steel Institute the exact percentage that 
each company in the business holds. 

But the point I wish to emphasize is the general percentage of lead- 
ership of United States Steel over the next competitor, which is shown 
by column 3, obtained by subtracting the percentage of the next com- 
pany in column 2 from United States Steel’s percentage in column 1; 
in rails it is 28.2; long-joint or splice bar, 25.2; hot-rolled sheets, 
6 percent; some are as high as thirty-odd percent; some are much 
less. 

Mr. Buioveu. Is this an appropriate time to comment ? 

Senator Kerauver. Yes, Mr. Blough. 

Mr. Broven. First of all with respect to the capacity of United 
States Steel, as I said the other day it is 29.7. That is the ingot capac- 
ity of the industry. I want to point out in connection with that that 
United States Steel’s capacity of the industry in 1935 was 39 percent. 
That 39 compares with the 29.7. In other words, we have iponaal 
substantially 10 percentage points of the ingot capacity of the Amer- 
ican iron and steel industry since 1935. The comparable figure for 
1941, January 1, was 35.3. Since January 1, 1941, we have reduced, I 
will say unfortunately, our share of the ingot capacity from 35.3 per- 
cent to 29.7 percent. I want to point out, however, that from Jan- 
uary 1, 1941, our capacity for producing ingots increased from 29,720,- 
000 tons to 39,582,000 tons. In other words, our capacity went up 
10 million tons from 1941 to 1957, which is a very, very sizable increase 
in capacity, and at the same time, however, our percentage of capacity 
went from 35.3 down to 29.7. If that isn’t competition, I don’t know 
what it is, and if that is concentration, then as I said earlier, it seems 
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to me that it is concentration in reverse. I would like to go on just a 
little bit with this concentration story. 

Senator Krerauver. While you are on that subject, the table which 
has been put in from the American Iron and Steel Institute shows 
that the 4 largest companies in ingot and steel for castings have in- 
creased their percentage from 72.3 in 1955 to 83 in the first 6 months 
of 1957. The essential point to me of this breakdown of your produc- 
tion and of the production of other companies is that you do have in 
most of these items a commanding lead over your next competitor. 

Of course, you have reduced from 100 percent to start with, and that 
was a decision by Judge Gary. 

Mr. Buoucu. I’m sorry, Mr. Chairman, it was never 100 percent. 

Senator Kerauver. Anyway, a large percentage, and then Judge 
ay decided as a matter of policy to reduce the amount substan- 
tially. 

Mr. Buoven. If you could verify that for me sometime I would 
like to see it. 

Senator Krrauver. By Judge Gary? 

Mr. Buoveu. Yes. 

Senator Keravver. I'll read it to you right now. This is from the 
hearings of the House Committee on Small Business, 1948. 

Mr. Biovueu. 1948? 

Senator Kerauver. Yes, sir, on page 1285. 

Mr. Bioven. You are aware of course that Judge Gary died in 
1927 ¢ 

Senator Kerauver. Mr. Blough, of course I am aware when he died. 
This is testimony with reference to the decision that he made when 


he was living. I will quote this excerpt from the hearings: 


In this connection I would like to read to you a very brief passage from the 
authorized biography of Elbert Gary, Judge Gary, by Ida M. Tarbell. 


It was authorized, was it not ? 

Mr. Biovan. I suppose it was. 

Senator Kerauver (reading) : 

This book, for the purposes of citation, is The Life of Elbert H. Gary, The 
Story of Steel, by Ida M. Tarbell, published by D. Appleton & Co. in 1925. 

On pages 257 and 258 Miss Tarbell states as follows with reference to Judge 
Gary: 

“His conclusion,” that is, Judge Gary’s conclusion, “was not to allow in any 
branch over 50 percent of the business and, oddly enough, it was William Jen- 
nings Bryan who set this percent for him. Along in 1906 Bryan was advocating 
50 percent as the legal limit for the size of a business, and Judge Gary had 
seized the figure. 

“If we can confine ourselves voluntarily to a size approved by the most 
popular and trusted of the radicals, we surely cannot be attacked for monop- 
oly, he had told his associates. They had acquiesced and had succeeded fairly 
well in keeping the percentage down even in the leading products.” 

That is what I have reference to. 

Mr. Buroucu. May I just comment to this effect 

Senator Kerauver. Although you are slightly over 50 percent in 

‘ gn | SNC) Pp 
some products, in most you are below that percentage. 

Mr. Bioueu. Mr. Chairman, may I comment to this effect about 
whatever Judge Gary thought. There is big difference between 50 
percent and 29.7. The second point I would make to you, that the 
present management of the United States Steel Corp. hasn’t any such 
idea as is inferred in the document which you read. 
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Senator Keravuver. I didn’t understand. You mean you don’t 
want to go above 50 percent or you want to keep it down below that? 

Mr. Biover. What I am saying is that our problem is to keep in 
this highly competitive industry from going on down the scale from 
the 40 percent to 35 percent and 35 percent down to the 29 percent that 
I spoke about. Our problem is to keep from going further down in 
relation to the industry. 

It is to keep from going further down. If I did not make that 
clear, that is what I meant to say. 

Senator Keravver. All right, sir. 

Or course, you are about 50 percent in rails, hot-dipped tin and 
terne plate and black plate, but the extremely important point is not 
exactly where you are, but how far ahead in most cases you are above 
your nearest competitor. 

Mr. Brovexu. Mr. Chairman, if I could now go on with my com- 
ments about concentration, it will take me a few minutes, but I 
would like to complete it. 

Senator Keravver. All right, Mr. Blough. 

Mr. Buioven. First of all, we have a variation in the amount of 
the products which we make, the size that we are with respect to 
individual products, and so is everyone else. Some of our chief com- 
petitors are large in one product, have a large capacity in one product, 
and a lower one in another. 

As previously pointed out, the 4 largest shippers of the individual 
poosnet classifications constituted 33 in 1955, 36 in 1956, and 34 in 
1957. 

The second thing I would like to say about this concentration—I 
have a little memorandum at this point that I would like to have 
placed in the hands of the committee. 

Senator Keravver. Do you have some more copies / 

Mr. Bioveu. I would like to offer this document for the record. 
It is only two pages, Mr. Chairman. 

Senator Keravver. Let it be made a part of the record, and it will 
all be printed. 

(The document‘referred to and the Subcommitte comment thereto 
may be found in the appendix on p. 1035.) 

Mr. Bioven. I would like to discuss this very briefly. 

When the publicity first came out on the so-called Friedman report, 
the publicity was to the effect—and I do not know who released it 
or how it got out—that the 4 largest companies in the steel in- 
dustry had 45 percent in 1947 and 54 percent in 1954; that is, con- 
centration in steelworks and rolling mills, in that classification. 

Subsequently, a letter was written by Mr. Robert Burgess, Director 
of the Bureau of the Census, in which that 45 percent was changed 
to 48 percent. 

Still further along, the new figures which the chairman used in his 
opening statement showed a change in concentration ratio of 50 
to 55 percent when you included pig iron and coke. 

We understand that that is not taken from the Friedman report. 
It was taken from the August 2, 1957, letter of Mr. Burgess. 

I point out in connection with this that the purported increase in 
the concentration ratio has been cut in half, from 20 percent—that 
is, from 45 to 54 in the original Friedman report—to 10 percent, from 
50 to 55, just since this report has been released 6 or 8 weeks ago, 
whenever it was released. 
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It seems to me that this alone raises a serious doubt as to the validity 
of the value-added basis, and I am not an expert on that matter; but 
it seems odd that that should move around that way. 

I would point out also to the committee that instead of concentra- 
tion in steel going up, according to the data available to us, concentra- 
tion in steel seems to be going down. 

The ingot capacity of the 4 largest producers of ingots, as a 
percent of the industry, was 61.1 percent in 1947; in 1954, it was 59.2 
and in 1956, it is 58.9. That is the ingot capacity. 

The ingot production for those years moved from 63.5 to 60.8 to 
58.2. Instead of going up, it is going down. 

The steel shipments of the 4 largest, as a percent of steel indus- 
try shipments, moved from 62.2 to 61.2 to 57.9. 

The gross revenue of the 4 largest was 61.9, 59.5, 56.2. 

The oraproyimens of the 4 largest steel companies was 69.2 per- 
cent in 1947; 65.6 percent in 1954; and only 63.1 percent in 1956. 

Those data show just what the published data has been showing 
for a long time, it is all public information: That the 4 largest 
steel companies have in the area of 60 percent of the ingot capacity, 
and it is a little less than that now, and something less ‘than that of 
the shipments. 

But the point I make is that even if you accepted certain ideas about 
concentration, the four largest companies seem to be moving in the 
wrong direction to prove the theory that apparently is being at- 
tempted i in these hearings. 

Senator Dirksen. Mr. Blough, let me ask at this point, I notice on 
page 1, just ahead of the table, you say: 

Published data make possible the following calculations on the degree of con- 
centration in the steel industry. 

What is the source of that ? 

Mr. Biovuen. The source of that is the same source as is used, for 
example, in one of the exhibits put in this morning. 

Iam sorry, it is the Annual Statistical Report of the American Iron 
and Steel Institute and the annual reports of the companies. 

Senator O’Manoney. Would you call that a self-serving declara- 
tion, sir? 

Mr. Buoven. No. It is the fact. 

Senator Kerauver. Mr. Blough, I notice in your presentation that 
you used the years 1947, 1954, and 1956. You do not use the first 
half of 1957. 

If you will look at the American Iron and Steel Institute statistics, 
the first line of this exhibit, you will see these interesting figures: 

Ingots and steel for casting, 1955, 72.3; 1956, 71.3; the first 6 months 
of 1957, 83.0. 

Then when you average together all of the products as taken from 
the American Iron and Steel Institute, you get in 1955, 67.7 ; 1956, 66.9; 
then in the first 6 months of 1957, a higher figure, 68.6. 

You do not dispute those figures? 

Mr. Broven. I would prefer to have Mr. Tyson comment on that, 
but I do not think those figures are compar able, from the standpoint 
of concentration, to the figur es which I have given you. 

Senator Keravuver. But you used 1947, 1954, and 1956. You do not 
use 1955 or the first 6 months of 1957. 
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Mr. Brouen. You see, Mr. Chairman, we put in steel shipments of 
the 4 largest companies, and 1957 is not over. Now, if you want us 
to add for the first 6 months, we could readily do that. But it is not 
going to change the picture very much. 

I might point this out to you 

Senator Kerauver. Suppose you do that, Mr. Blough, add the first 
6 months. 

Mr. Brioven. It is not going to change the trend, but I might point 
this out to you at this time: During the first 6 months, with the heavy 
demand for plates and structurals, some of the larger companies will, 
of course, have higher shipment rates than certain other companies, 
and - may get a little period of time here where you get a certain 
result. 

But we have gone back and shown 1947, which is the period taken 
by Mr. Friedman, 1954, and we have brought it down to date as late as 
we could, 1956. 

Senator Dirksen. Mr. Blough, I suppose the vital figure there is 
steel shipments. That includes all the steel, does it not, every form 
of steel ? 

Mr. Buoven. Yes. 

Senator Dirksen. Whether it is steel castings, ingots, or anything 
else? 

Mr. Buiovuen. That is right. 

I would like now to make 1 or 2 more points with respect to this 
concentration matter. 

I do not want to appear to take issue unnecessarily with the com- 
mittee’s views or of some members of the committee, but I do want to 
point out one thing about so-called concentration : 

The point I have just made is that the four largest companies in the 
steel industry are not increasing their share of the total ingot produc- 
tion, the total shipments. 

Now, I would like to make just a slightly different point: That in 
American industry, you need to have what you gentlemen choose to 
refer to as concentration. You need to have some form of concentra- 
tion, depending on the kind of an industry it is, depending upon the 
products that are produced, depending upon the market for those 
products, depending upon the size of the investment for plants, and 
many, many other factors. 

I will say it another way: that, as was pointed out in the opening 
statement, my opening statement, and as pointed out, I think, generally 
in the reports that have been filed with the committee, there is a degree 
of concentration in most large American industries, and I suggest to 
you gentlemen that if it were not so, the efficiency of American indus- 
try would never have achieved the point that it has achieved. 

I live in the industry. I know what is involved in large plants. I 
know what is involved in the purchase, for example, of large electrical 
equipment. 

You simply cannot have a thousand producers of turbines. It is 
just not an economical way of trying to produce large electrical equip- 
ment of any kind. 

Senator Kerauver. In that connection, Mr. Blough, do you share 
Judge Gary’s view that in those industries where 1 company has 
more than 50 percent, that is too much ¢ 
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Mr. Biover. Mr. Chairman, I do not know what Judge Gary’s 
view was, in the first place. In the second place, we haven’t any prob- 
Jem like 50 percent in the steel industry. 

We have a hard time trying to hold onto 29.7 percent. 

I have not given any consideration to your question. 

Senator Kerauver. Do you have any trouble staying approximately 
twice as large as your nearest competitor ¢ 

Mr. Broven. We certainly do. As I pointed out, we dropped 10 
percentage points out of 100 in the last 20 years, about 20 years. 

I would just like to say one other thing. I don’t want to prolong the 
hearing, Mr. Chairman, as I indicated to you, and I don’t want to 
enlarge the record more than it needs to be to give a fair picture of the 
total proceeding, but this committee has heard from Dr. Galbraith and 
I believe that he is associated with Harvard University. 

What I would like to do at this point is to present for the record an 
article which was written and published by Sumner Slichter, entitled 
“A Defense of Bigness in Business.” 

The subtitle is: 

It is in fact, says an observer, desirable because it promotes research and 
competition. 

Now that happens to be my very firm idea. I know it is so. I 
would like to offer that for the record. I would like to point out that 
Dr. Galbraith is also a gentleman from Harvard and he testified here, 
and I believe that Dr. Slichter, shall I say, is one of the senior profes- 
sors at Harvard, and, therefore, I believe his comments on bigness are 
entitled to great weight. I also believe that he is a completely inde- 
pendent and impartial observer. 

Senator Keravuver. We will make this article a part of the record. 

(The documents referred to may be found in the appendix on p. 932.) 

Senator Keravuver. I had never understood that Dr. Slichter was a 
particular authority on administered prices but the article will speak 
tor itself. 

Mr. Buiouau. I believe one of the subjects the committee is consid- 
ering is concentration in industry and it is its bearing on that fea that 
Toffer the article. 

Senator O’Manonry. Mr. Chairman, may I make a comment at this 
point ? 

Senator Keravuver. Senator O’Mahoney ¢ 

Senator O’Manonry. I should like to say, Mr. Chairman, that while 
it may be recognized that in the modern world bigness is necessary and 
that Professor Slichter may be quite right in stating that in modern 
industry because of the improvements of technology and inventions of 
one kind and another and because of the massive size of the tools that 
are needed to produce the commodities that our economy needs we 
must have big industrial corporations, the problem, however, is 
whether the bie corporations shall regulate the prices that are paid by 
the rank and file of the people or whether the Government of the 
United States under the Constitution shall have Congress regulate 
commerce among the States and with foreign powers. 

The growth of these corporations, whichever set of figures one 
takes, those presented by the American Iron and Steel Institute, those 
presented by the Bureau of the Census, those figures which have been 
statistically analyzed by this subcommittee, they all teach the same 
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principle, which is that business is very big and Congress and the 
executive branches of the Government have been unable to prevent 
inflation, but the reports of United States Steel Corp. show that it 
is not losing its profitable position in the industry. Management of 
United States Steel has been doing a grand job for its stockholders, 
I think we can readily admit. Ido. But we have this other question 
which makes it clear that the purchasers of all sorts of steel products 
are paying higher prices, and those higher prices do contribute to the 
uncontrolled inflation which the Nation is suffering. 

I don’t mind expressing my belief that unless we do control infla- 
tion, unless we find the way to solve this problem, the United States 
Steel and its stockholders will eventually suffer just as badly as all 
the rest of the public. 

Mr. Brovenu. The latter two sentences, Senator, I fully share your 
opinion. 

Senator O’Manoney. Thank you for approval of the two sentences. 

Mr. Buoveu. Yes; the latter two sentences. May I bring to your 
attention one thing in connection with bigness, just a very short point 
which I think is overlooked in connection with this whole question. 
Back in 1909 United States Steel’s assets represented 22 percent of all 
the assets of the 100 largest industrial corporations in America. 

Senator O’Manoney. What year was that? 

Mr. Biovenu. 1909. That is nearly 50 years ago. By 1955 that 22 
percent had shrunk to 4 percent. Now that is the relationship be- 
tween our assets and the 100 largest corporations. Even though 

Jnited States Steel’s assets themselves had more than doubled in 
that period, in other words as new industries were born and other 
companies grew, United States Steel, although I consider our com- 
pany a growing company, and we have grown, we became less than 
one-fifth as large proportionately as we were 50 years ago. 

I make the point, Sadkiar O’Mahoney, that in proportion to what 
is happening in this country, United States Steel is growing smaller 
daily. 

Senator O’Manonry. May I say, Mr. Blough, that this testimony 
of yours is to be described, as I think I attempted to describe it on 
the first day of the present hearing, as a definitive statement on your 
part against the charge of monopoly ? 

Mr. Bioveu. Yes. 

Senator O’Manonry. Whereas what the country is interested in is 
the degree of control that you exercise by price leadership or admin- 
aed, prices or otherwise, if any, over the prices which the people 
must pay for the things that they need and they use. 

We have testimony from the Federal Reserve Board. I read some 
the other day to you. This is the June 1957 issue of the Federal Re- 
serve Bulletin issued by the Board of Governors of the Federal 
Reserve System in Washington, D. C. They cannot be characterized 
as a radical group. They are just analyzing facts, 

This appears on page 616: 


Business expenditures on new plant and equipment are estimated at $18.2 
billion in the first half of 1957 compared with $16.3 billion in the same period 
of 1956. Most major industrial groups have spent more this year with the 
sharpest increases reported by public utilities, railroads and industries pro- 
ducing primary metals, machinery, transportation equipment other than motor 
vehicles and chemicals. 
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All these industries had increased their outlays for facilities substantially 
in 1956, and many of them are engaged in long-range expansion programs that 
call for a high level of capital expenditure for some time to come. 

Then on page 617 the article from the Federal Reserve Bulletin 
says: 

Funds from operations, that is profits before taxes and depreciation allow- 
ances have supplied a greater proportion of corporate financing needs in this 
year than they did in early 1956. 

Now it seems to me that these facts indicating the manner in which 
plant expansion has been going on indicates that the inflation is being 
built not by consumer expenditures at the present time but by the 
great capital expenditures that are here recorded, so that for an ex- 
ample, the 2-cent increase as of today in the electrical toaster which 
you mentioned in your first day’s testimony will be only a fraction 
of what the increase will be to all the purchasers of toasters in a year 
or two, unless we get together and find a way to stop this infl: ition. 

I say this again to emphasize my original request to you to send me 
for the record here a suggestion coming from the very able manage- 
ment of United States Steel C orp. I think that Congress and the 
country would greatly profit if it could get your ideas of what ought 
to be done. 

Mr. Biover. We will have something for you at any time that you 
would like to have it. 

Senator O’Manonry. The sooner the better, Mr. Blough. Con- 
gress is rushing toward adjournment, you know. 

Mr. Buoven. I think it is a matter for the chairman, but we will 
be glad to submit it for the record or handle it any way that 
you suggest. 

Senator Krravver. Mr. B lough, you agreed this morning that you 
would get up a reply in response to Senator O’ Mahoney “and sum- 
marize it at some time and submit it for the record. 

Anything else right now, Mr. Blough? 

Mr. Broven. Yes. I would just like to say one word to Senator 
O’Mahoney. If I could just leave one thing, if I should leave one 
thing unnoticed in what you have just said, I would feel badly about 
it all the rest of the d: iy. May I just make a single comment at this 
point? 

Senator O’Manoney. Certainly. If I have given you an opening, 
please take it. 

Mr. Buioven. That the capital expenditures to which you refer are 
not only the sources of the jobs of the country but are the sources 
from which you have at least one great hope of stopping inflation, 
which is by increasing the total supply of goods which are available 
on the market. 1 don’t mean to enter into a long discussion at this 
point, but I did want to make that simple comme nt. 

Senator O’Manoney. Do I understand you then to mean, Mr. 
Blough, that it is the policy of the United States Steel Corp. to in- 
crease the supply of commodities so that you can speedily reduce the 
prices thereof ? 

Mr. Bioven. If we could we'd love to. 

Senator O’Manonry. Why can’t you, with all this capital expendi- 
ture that you are making to increase your capacity and your rate of 
output ¢ 
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Mr. Bioven. Simply stated, if we were in an economy where the 
costs over which we have little control did not outstrip our produc- 
tivity, you soon would find steel prices going down, because I think 
that productivity is going to go up in the calindentes in many ways. 

Senator O’Manonery. And then the prices will come down / 

_ Mr. Buroven. If you do not increase our costs too much in the 
interim. 

Senator O’Manonry. This is all to be covered in this paper that you 
are preparing ? 

Mr. Buougu. That is right. 

Senator O’Manonery. Thank you very much. 

Senator Kerauver. At this point, what is the capacity of pro- 
duction now? You were producing something like 79 percent last 
month ? 

Mr. Brovuau. I beg your pardon? 

Senator Kerauver. What percentage of the steel industry capacity 
is in production now ? 

Mr. Biovex. Are you talking about the whole industry ? 

Senator Kerauver. Yes. 

Mr. Buoven. It is in the area of 80 percent. I do not have it 
precisely this week. 

Senator Keravver. So there is a 20-percent capacity which could 
be used to produce more steel which might bring the price down; is 
that not so? 

Mr. Blough, I want to make clear, so far as I am concerned, we 
are not objecting to big business as such. Our hearings concern the 
problem of whether so-called administered prices ought to be over 
and above the antitrust laws. 

It is not the matter of just big business here. We know there are 
some industries and some companies in various industries that have a 
bigger re than you do. I think the evidence does show that 
you still have a commanding position over your next competitor, but 
we are not—— 

Mr. Bioves. Would you mind if I eliminated the word “command- 
ing”? We have a little larger capacity than our next competitor, but 
“commanding” position, I am sorry, Mr. Chairman, we do not have 
that. 

Senator Keravuver. We will just compare those two lines on the 
table and anybody can draw whatever conclusion they wish. 

Mr. Buiovex. All right. 

Senator Keravuver. Very well. 

We were going to hear from Mr. Sentner. We have a meeting of 
the Judiciary Committee at 11 o’clock. 

Mr. Blough, you brought certain information with reference to 
costs which I do want you to present tomorrow morning; but do you 
have a copy, which can be held in confidence, so that the committee 
staff can study it? 
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Mr. Biovex. We would be glad to insert it in the record now, if 
you would like. Why do we not just do that? Then you will have it, 
and it will be in the record, and we will give copies to everyone. 

Senator Krerauver. Very well. Let the cost study be put in the 
record at this point, and we will discuss it tomorrow. 

(The statement referred to may be found in the appendix on p. 1926.) 

Senator Kerauver. Regretfully, we have to recess at this time until 
9:30 in the morning, in this room. 

Mr. Buroveu. Mr. Chairman, I again say that we will do all we 
can to cooperate with you to terminate the hearings tomorrow, be- 
cause we would like to get back to making steel. 

Senator Kerauver. We would like to finish up tomorrow if pos- 
sible. I do not know what the situation may be, Mr. Blough. 

(Whereupon, at 11:05 a. m., the subcommittee adjourned, to re- 
convene at 9:30 a. m., Friday, August 16, 1957.) 
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FRIDAY, AUGUST 16, 1957 


Unitep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:40 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver, presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, and Dirksen. 

Also present: Senator John A. Carroll of Colorado, Paul Rand 
Dixon, counsel and staff director; Dr. John M. Blair, chief economist; 
Peter Chumbris, counsel for minority; Carlile Bolton-Smith, counsel! 
to Senator Wiley; Dr. E. Wayles Browne, Jr., economist; Dr. Paul 
H. Banner, economist; and Ken Hechler, administrative aide to Sen- 
ator Carroll. 

Senator Krerauver. The committee will come to order. 

Mr. Sentner has been ready, willing, and anxious to make a short 
statement for some days. Mr. Blough informed me yesterday that 
Mr. Sentner was prepared to summarize his statement. 

Mr. Sentner, your entire statement will be printed in the record 
as read, and whatever assistance you can give us will be appreciated. 


STATEMENT OF ROGER M. BLOUGH, CHAIRMAN .OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY CLIFFORD F. 
HOOD, PRESIDENT; ROBERT C. TYSON, CHAIRMAN, FINANCE 
COMMITTEE; RICHARD F, SENTNER, EXECUTIVE VICE PRESI- 
DENT, SALES; MALCOLM W. REED, EXECUTIVE VICE PRESIDENT, 
ENGINEERING AND RAW MATERIAIS; HARVEY B. JORDAN, 
EXECUTIVE VICE PRESIDENT, OPERATIONS; HOWARD C, JOHN- 
SON, ASSISTANT TO CHAIRMAN OF THE BOARD; JOHN S. 
TENNANT, GENERAL COUNSEL; WILLIAM C. ETHEREDGE, DI- 
RECTOR, PRICE DIVISION; ARTHUR J. KIMBALL, SUPERVISOR, 
STATISTICS DIVISION; AND BRADFORD B. SMITH, ECONOMIST, 
UNITED STATES STEEL CORP.—Resumed 


Mr. BuioveH. Mr. Chairman, may I suggest just before Mr. Sentner 
begins, would you permit me to do a little, shall I say, housekeeping 
by supplying to the committee some of the statements which have 


been asked for, and 1 or 2 other things. 


It will take only a minute, and later on there may not be an oppor- 
tunity to do this. 
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Senator Keravuver. Mr. Blough, you put in a statement yesterday 
including employment-cost figures which we want to ask you about 
later. The only difficulty is I don’t know whether you are putting 
in the record something that we will want to ask you about that 
might delay us further in getting to Mr. Sentner, but if you want to 
take your chances on it 

Mr. Bioven. I don’t think it will delay getting to Mr. Sentner 
and will take just a minute. The first item is a compilation pre- 
pared for the subcommittee of the effect on the steel price on the list 
of typical end products which Senator Dirksen asked for, just a two- 
page document. 

Senator Kerauver. That will be made a part of the record. What 
is the source of the information ? 

Mr. Buioveu. I think the source of the information—if that isn’t 
stated on the document itself it will be supplied to you. 

Senator Keravver. Can you tell us what the source is, Mr. Blough ? 

Mr. Buoven. Yes. The source of the increase in the steel items is 
our own records, knowing what quantities of various types of steel 
are used in the end product. 

Senator Kreravver. As I understand it, this represents the actual 
dollar-and-cents increase in steel that goes into automatic toasters or 
farm tractors without the ancillary costs which arise as a result. 

Mr. Buioveu. I think that’s right. It is as close as you can get to it. 

Senator Keravver. In other words, this is weighing steel by the 
pound that goes into a toaster or a tractor? 

Mr. Buioveu. That’s correct. 

(The document referred to may be found in the appendix on p. 
951. 

Nir BuoueH. The second has also been requested by you, Mr. Chair- 
man ; examples of price changes made by competitors of United States 
Steel and action taken by United States Steel in connection with those 
price changes. I simply submit that in response to your request. 

Senator Keravuver. Let it be made a part of the record. 

(The document referred to may be found in the appendix on p. 952, 
the Subcommittee reply on p. 956.) 

Mr. Bioueu. The third is a very brief statement in connection with 
the price competition in Government bidding, and it relates to the 
Springfield, Mass., Amory invitation. It is simply an explanation of 
that bid, a three-page document. 

Senator Kerauver. All right, Mr. Blough, that will be made a part 
of the record. 

(The document referred to may be found in the appendix on p. 956, 
the Subcommittee reply on p. 964.) 

Mr. Buiovex. The fourth thing, Dr. Blair put in a chart last Satur- 
day, I believe, and our own economist, Mr. Smith, has prepared a 
memorandum with respect to Dr. Blair’s chart presentation, and that 
will, I am sure, be useful information for the committee. 

The document referred to may be found in the appendix on p. 965, 
and Dr. Blair’s statement in reply on p. pf 

Mr. Bioueu. I’m getting to the end of this material. The other is 
a brief comment, it is only two pages on the data which was put in 
yesterday by the chairman primarily on the shippers of individual 
products for the largest companies. This is purely for clarification, 
and it isonly atwo-pagesummary. It just sort of clarifies the record 
in that regard. 
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Senator Krerauver. We will let this be made a part of the record. 
We have not had an opportunity of examining it. 

(The document referred to may be found in the appendix on p. 970.) 

Mr. Buoueu. Thank you. Now we know that the record is getting 
large and we want to cooperate in every way with you in this respect. 
We had intended originally to offer for the record several documents. 

There are five of them here which in order not to raise any problem 
for you, I suggest that they may be included as exhibits and not 
printed as a part of the record. 

Senator Kerauver. Very well, Mr. Blough, they will be made ex- 
hibits but not printed in the record. 

Mr. Bioucu. I will refer to the five. The first is called Basie Facts 
About United States Steel. 

The second is the annual report of United States Steel for 1956. 

The third is called Charting Steel’s Progress, a publication of the 
American Iron & Steel Institute 1957 edition. 

The fourth is Steel’s Depreciation Problem, by Benjamin Fairless 
dated May 24, 1956. The fifth is a Reader’s Digest article entitled 
“Progress Report on Expansion in Steel.” 

Now, Mr. Chairman, if Mr. Sentner may be permitted, I suggest 
in view of the time element that he read just his summary. 

Senator Dirksen. Mr. Chairman, let me ask there, is Mr. Hood 
going to testify ? 

Mr. Buioven. Mr. Hood is prepared to give a short summary of 
his statement too, and on the same basis I am sure Senator Kefauver 
will permit the full statement to be put in the record. 

Senator Dirksen. Yes. That would be pretty nearly responsive, 
I take it, to the questions that Senator O’Mahoney has raised from 
time to time, mainly on closing the inflationary gap. 

Mr. Buioveu. It will help on that point and we also have another 
statement which we will discuss or put in the record just as you wish 
with respect to that specific problem. 

Senator Dirksen. That is a statement that you have referred to? 

Mr. Buiovuenu. Yes. 

Senator Dirksen. Actually for the record, that only leaves the 
statements that we have discussed previously, the Backman statements 
that we have discussed previously ? 

Mr. Buovenu. That’s correct. 

Senator Dirksen. What about those, Mr. Chairman? 

Senator Kerauver. I have received a letter in which it is said that 
the Backman statements are a reargument of the 1956 and #957 labor 
negotiations dispute in which there was a great deal of criticism of 
the United Steelworkers. If they are going to be put in, then the 
union wants to put in documents of similar length, so that I would 
strongly suggest that we try to stay away from a retrial of the facts 
in the labor dispute. The letter from the union is dated August 13, 
from Pittsburgh, which might be put in the record at this point. It 
winds up: 


You can imagine our surprise when we finally had a chance to examine briefly 
the statement Steel Prices, Profits, Productivity, and Wages, prepared for 
United States Steel Corp. by Jules Backman and submitted to the subcommittee 
as part of the corporation's testimony. This statement is a thinly veiled attack 
on the union and the union’s efforts to secure a mutually satisfactory contract 
settlement from the corporation and the steel industry in mid-1956. 
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This is accomplished by a distorted “analysis” of some material published by 
the union in 1956 in conjunction with that dispute, material which has not even 
been submitted by the union to this subcommittee. Frankly, the union is some- 
what taken aback by this development. 

Surely the subcommittee is not interested in having the corporation and the 
union reargue their strike of last summer. 

The airing again of this 1956 dispute before this subcommittee can serve little 
good purpose. If the subcommittee desires to go into this matter, however, the 
union will feel impelled to request an opportunity to appear before the subcom- 
mittee to defend itself against the distortions, misinformation, and innuendo 
which pervade Mr. Backman’s statement. 

Sincerely yours, 
Ottis BRUBAKER, Research Director. 


(The entire letter referred to follows:) 


UNITED STEELWORKERS OF AMERICA, 
Pittsburgh, Pa., August 18, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear SENATOR KEFAUVER: The United Steelworkers of America accepted the 
invitation of the subcommittee to appear and present a statement on the posi- 
tion of the union on the charge that the steel price increase of $6 per ton was 
made necessary by increased wage costs. The union hoped to be of help to the 
subcommittee in its consideration of this particular price increase and its rela- 
tionship to the broader question of administered prices which is under study. 

In accepting this invitation the union was aware that representatives of United 
States Steel Corp., and possibly of other steel industry companies, would be 
asked to state their view on these same matters. It was not the union’s assump- 
tion, however, that the subcommittee was interested in serving as referee in any 
private dispute between United States Steel Corp., or the rest of the industry, 
and the union. 

You can imagine our surprise when we finally had a chance to examine 
briefly the statement, “Steel Prices, Profits, Productivity, and Wages,” prepared 
for United States Steel Corp. by Jules Backman and submitted to the subcom- 
mittee as part of the corporation’s testimony. This statement is a thinly veiled 
attack on the union and the union’s efforts to secure a mutually satisfactory 
contract settlement from the corporation and the steel industry in mid-1956. 
This is accomplished by a distorted analysis of some material published by the 
union in 1956 in conjunction with that dispute, material which has not even 
been submitted by the union to this subcommittee. Frankly, the union is some- 
what taken aback by this development. 

Surely the subcommittee is not interested in having the corporation and the 
union reargue their strike of last summer. 

The airing again of this 1956 dispute before this subcommittee can serve 
little good purpose. If the subcommittee desires to go into this matter, however, 
the union will feel impelled to request an opportunity to appear before the sub- 
committee to defend itself against the distortion, misinformation, and innuendo 
which prevade Mr. Backman’s statement. 

Sincerely yours, 
OT1s BRUBAKER, Research Director. 


Senator Kreravuver. I discussed this matter with Mr. Blough yester- 
day morning and I think Mr. Blough agreed that these two thick 
documents should be made exhibits, otherwise it would mean extend- 
ing this hearing for a long, long time, if we got into a rediscussion of 
the wage negotiations of 1956 and 1957. 

Mr. Biover. Mr. Chairman, we did discuss it and I don’t want to 
prolong your hearings and I will leave up to the committee what they 
do with these documents. I have one suggestion, however, in respect 
to them and I am sure this would be agreeable from the standpoint of 
the size of the printing, and that is that the summary which is found 
on pages IX to XIV of the Backman piece be in instead of the 
whole piece if you conclude not to put in the whole piece. 
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Senator Dirksen. Which is that? 

Mr. Buovueu. That’s the one entitled “Steel Price, Profits, Pro- 
ductivity, and Wages.” 

Senator Kerauver. Mr. Blough, I have not had a chance to examine 
it and I don’t know whether that would set off an extended redis- 
cussion of the wage dispute of 1956 and 1957 or not. 

Mr. Bioveu. It is a suggestion. 

Senator Krerauver. We have given you gentlemen a lot of time to 
present your side and we have quite a number of other companies and 
other industries to hear, and I dislike getting into something that is 
going to be a rehash of past negotiations between you and the steel- 
workers. 

Mr. Bioueu. Mr. Chairman, with respect to the other document on 
administered prices, that, of course, has nothing to do with last year’s 
negotiations, and the summary there is only 2 pages, pages 62 and 63. 
I certainly would see no problem about putting the summary in at that 
place. I understood the hearing was about administered prices and 
this is Dr. Backman’s contribution. 

Senator Krrauver. Dr. Means, Dr. Galbraith, or Dr. Nourse may 
reply to it. We will look at these summaries, Mr. Blough. We want 
to try to have the hearing as broad as possible and get all the informa- 
tion we can, but we do not want to get into a rehash of old disputes. 
I think you will agree that we have given a lot of the time to you 
gentlemen, much more than the United Steel Workers will get. 

Mr. Bioveu. Mr. Chairman, in the interest of concluding our session 
today, I am in a very agreeable mood so I will agree with almost any- 
thing you say today. May we proceed with Mr. Sentner’s summary ? 

Senator Kerauver. We are alee to see you so pleasant this morning, 
Mr. Blough. 

Mr. Bioveu. I am just hoping to go home. 

Senator Dirksen. Mr. Chairman, I shall examine these summaries 
of the Backman articles and then I think the committee ought to dis- 
cuss them further, because if they have a direct bearing on this matter, 
I think they ought to be considered. 

Senator Kerauver. I want to examine them, too, and we will discuss 
these, Senator Dirksen. 

Senator Dirksen. Now it is agreed, Mr. Hood’s statement is also to 
go into the record. 

Senator Kerauver. I think Mr. Hood is going to make a short sum- 
mary of his statement. 

Mr. Sentner, Mr. Blough in his desire to present information as 
rapidly as possible, said that you would offer your statement which 
will be ordered to be made a part of the record. Then you may sum- 
marize. I think Mr. Blough said something about the House of Repre- 
sentatives 5-minute rule, but you may proceed. 

Mr. Sentner. United States Steel is successful. We are successful 
because we satisfy the requirements of our customers. We strive to 
do this better than other steel producers. At the thousands of cus- 
tomers’ plants where various steel producers attempt to serve an indi- 
vidual buyer’s needs, the competition is vigorous and intense. 

These hearings have been directed principally at one element of this 
competition, that is, prices and pricing. To describe prices, terms have 
been employed during these proceedings which are not used or thought 
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of in the steel business. No useful purpose would be served by my 
attempting to discuss the propriety of these terms. Rather, it would 
appear that my contribution to your deliberations could best be made 
by describing what happens in ‘the area of our commercial planning 
and pricing, “and their significance in the sale of our steel products. 

In order to appreciate the significance of price competition in the 
steel market, it is first necessary to understand the relationship which 
exists between the supplier of steel and the consumer of steel. The 
need for continuity over an extended period of time is the single most 
important consideration in each buyer-seller relationship, and one 
which differentiates competition in steel markets from competition in 
markets for many other common articles of commerce. Let me explain 
why this is so. 

The market for steel-mill products is made up of the requirements 
of thousands of large and small individual plants, which process, 
fabricate, and assemble steel products into end items for sale. At each 
consuming plant the steel-mill product which we sell is stamped, cut, 
fitted, welded, and combined with other materials to produce an end 
product. The user of steel-mill products has invested his money in 
the facilities and organization required in these processes. He hopes 
to realize a profit by selling the item which he produces in competition 
with other manufacturers of the same item. His daily decisions are 
made in the light of his objective to maintain a high rate of operations 
over a continuing period of years. In this way “he can maintain his 
own position in his market, and realize a profit on his own investment. 
To achieve this objective, he must have assurance of a constant and 
reliable source of steel-mill products available to him at a cost low 
enough and of a quality high enough to enable him to compete in his 
own market. 

This, then, is the market for which we compete. How do we plan 
for this continuing customer-supplier relationship which is essential 
to our participation in the market ? 

We fave invested huge sums of money in sources of raw materials 
and in steelmaking facilities which are costly and long lived. We have 
invested in these facilities to provide each of our large and small cus- 
tomers continuity of supply. It is obvious that our daily sales deci- 
sions must be made in the light of the need for a continuing flow of 
orders from customers to keep our facilities operating profitably, not 
only today but in all the tomorrows in which we and our customers 
will be in business. 

Because the day-to-day decisions of both the buyer and the seller of 
steel are influenced by long-range considerations, the soundness of 
each sales decision is proved only over an extended period of time. To 
guide our daily selling activity, United States Steel has a commercial 
policy made up of the several aspects of our total marketing effort. 
Among these are: 

The detailed study of markets in total, by consuming industry, by 
customer, by area, by product—today, tomorrow, and in the distant 
future ; 

The availability of the products which we have for sale; the quality 
of our products; the service which we render to our customers; and 
the factor of prices. 

Let me describe briefiy the role which these factors play in determin- 
ing our participation in the market. 
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To be competitive, we must stand ready to provide a continuing 
supply of steel products to each of our customers. The basis of the 
sales planning necessary to accomplish this lies in the study of mar- 
kets. Markets are the collective desires and needs of thousands of 
buyers of steel mill products in all parts of the country, in businesses 
both large and small. We understand steel markets by knowing all 
we can about the individual needs of steel buyers, consumer by con- 
sumer, in substantial product detail. Only with this detailed market 
knowledge can we know what the customer will want to buy and 
how we can best supply his needs. 

The total steel market requires thousands of steel products of par- 
ticular specifications. Each customer order specifies a particular prod- 
uct by the grade, chemistry, and size required for a particular end use. 
The steel mill product is produced only after the customer’s order is on 
hand. Thus, the steel to satisfy markets cannot be made in advance 
and placed on the shelf for future sales. 

As a practical matter, we cannot consider the steel market in terms 
of an isolated moment in time. We must examine markets both in the 
near term future and over longer periods of time. We cannot plan our 
solicitation effort, our sales force, our supply of raw materials, our 
facilities, or our pricing on the basis of what we think the market 
might be next week or 3 months from now. The steel market is an 
enduring opportunity. The market must be served today, tomorrow, 
and far into the future, and, assuredly, we must conduct our business 
in such a way that our customers today will still be our customers 
tomorrow. We are, of course, sensitive to the fact that the total steel 
market moves upward or downward with changing conditions; but 
we cannot base our commercial planning on sporadic week-to-week 
or month-to-month fluctuations. 

Our pricing is the product of management judgment applied to 
long-range commercial planning, as well as to the day-to-day adminis- 
tration of our commercial affairs. It, of course, recognizes the need 
for sustaining long-term sales relationships with customers. 

United States Steel endeavors—+to the extent competition permits— 
to sell its products at prices which will reeover its costs and yield a 
profit which will prove attractive to investors in United States Steel. 
Let me distinguish the role which costs and profits play in our pricing. 

Knowledge of costs is fundamental to the successful operation of 
any business. The costs involved in assembling enormous quantities 
of basic raw materials, providing modern steelmaking facilities, and 
efficiently combining these with millions of man-hours of skilled labor, 
present a complex accounting job. 

Nevertheless, through the application of modern techniques, we 
identify these many and varied costs with each of the products we 
offer for sale. This detailed cost identification permits us to seek 
constant improvement in individual product costs. It also is impor- 
tant in considering the prices of individual steel products. 

Now, let me turn to the element of profit. Earning a profit attrac- 
tive to investors is fundamental to the successful operation of any 
business. If United States Steel is to fulfill its responsibilities to its 
owners—to its employees who depend on it for continued job secu- 
rity—to the thousands of customers who look to it for ever-increasing 
quantities of improved steel products, and to the American people who 
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expect United States Steel to be ready to serve the national interest 
in time of emergency, then it must prosper. If United States Steel 
did not endeavor to prosper it would fail to fulfill these responsibili- 
ties. 

But the actual attainment of such a profit is the difficult problem. 
Business profits are merely a residual between the seller’s costs and 
the proceeds realizable on products sold. The fact that a steel buyer 
will not pay more for our steel mill products than for our competitors 
products is a vital factor in the attainment of a profit. 

Our mill price must permit us: 

To sell the product of our mills; 

To develop mutually beneficial long-term individual customer 
relationships ; 

To maintain our position in the market with respect to competitive 
nonferrous materials. 

To the steel buyer, the price of steel is actually the cost of steel 
at his plant. Ordinarily, he simply will not pay more to one supplier 
than to another. To obtain his business on a continuing basis, we 
must be prepared to meet a lower delivered price if offer ed | by another 
steel aenenenr. 

Such factors as changes in transportation costs and revisions of 
competitors’ mill prices exert a constant influence on the competi- 
tiveness of our prices. These changes require continuous reappraisal 
of our prices. 

There are some who hold that similarity between prices of com- 
peting steel producers is evidence of a lack of competition. Nothing 
could be further from the truth. Actually, similarity is real evidence 
of the high degree of competition existing among sellers. We pride 
ourselves on the quality of the products which we produce, on our 
dependability as a source of supply, and on the technical service 
which we offer to a customer. All of these factors are important 
to our customers. Nonetheless, we know from practical experience 
that when we are not competitive in price, we are not fully competitive. 

Full recognition of the significance of this is reflected in that portion 
of our commercial policy dealing with price. It is simple and clearly 
understood by our customers. We have published f. 0. b. mill prices 
for standard steel mill products at each ‘of our producing mills. This 
is the price we quote to all of our customers—large or small. In 
other words, we have a one-price policy. When a change is made in 
our f. o. b. mill price, the new price applies to all of our customers 
and to all unshipped orders on the books as of the date of change. 

The antithesis of a one-price policy would be one in which we had 

many prices for the same product. Every customer would like a lower 
price than his competitor. On the other hand, no customer wants his 
competitor to enjoy a lower price than himself. We believe our one- 
price policy is the sound and equitable manner in which to conduct 
our business. Each of our individual customers faces competition in 
his own market. If we were to charge one customer more for his 
steel than we charged a competitor of his, we would be impairing 
his ability to compete. Not only would such a practice result in 
price discrimination, but also it would almost certainly conflict with 
our plans to maintain enduring customer relationships. 

It has been suggested that when demand is temporarily in excess 
of supply, steel mill products should be sold to the highest bidder. 
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During such periods this type of expedient pricing might indeed yield 
a handsome quick profit. However, this would be a shortsighted 
policy and would surely lead to serious discrimination among our 
customers. 

As the availability of space on our producing facilities neared the 
sellout point, we would be weighing price offers as each customer bid 
higher and higher amounts in an effort to obtain a supply essential 
to his operations in future weeks and months. Not only would this 
result in discrimination in price but also in discrimination in the 
distribution of our products. In the end, their inability to bid suc- 
cessfully would mean that some customers would be denied any steel 
at all. The net result would be that some customers would prosper; 
some customers would sustain losses, and might even be forced out 
of business by the lack of their needed raw material. 

Once peak demand had subsided, many of those who had been 
bidding for our supply would turn to other steel suppliers who gave 
pow of a stable continuing supply. We would be left without the 

road base of thousands of continuing large and small customer rela- 
tionships which we need to operate our mills year after year. 

Thus, there is no place in our commercial planning or policy for 
auction-type pricing of our steel products. In periods of strong de- 
mand we exercise restraint in our pricing. The reasons are obvious. 
First, we have no desire to exploit our customers. Second, good 
business judgment, based on long-term market considerations, tells us 
that exorbitant prices would only encourage our customers to engineer 
their own operations away from the use of steel or turn them to 
another steel supplier at the earliest possible moment. 

Up to this point, we have discussed competition in the steel indus- 
try largely in terms of price. The practical business of selling steel, 
however, involves vigorous competition in other areas as well. 

It is not enough merely to have a product which can be offered 
for sale. The product must be of a quality at least equal to that 
offered by our competitors. Steels of improved quality mean market 
advantages for the manufacturers of products made from steel. For 
example, railroad freight cars made from a steel slightly more ex- 

ensive than ordinary steel, have a 50 percent longer life. With an 
improved product, the steel user has considerably improved his posi- 
tion in his own markets. 

Each steel producer is compelled by competition to seek constant 
improvement in the quality and utility of his products and to develop 
new types of steels which can be made available to his customers. 
This is one of the most intensely competitive factors in the steel in- 
dustry. In fact, survival in the steel industry depends upon the con- 
tinuing ability to produce steels of a quality and type equal to or 
better than those of any competitor. 

Customers record the quality performance of products received 
from each competing steel supplier. The supplier whose material is 
unsatisfactory for a given application loses participation in that cus- 
tomer’s business, and the supplier who maintains his quality above 
that of his competitors increases his participation. Competition 
through improved steel quality is real, and causes changes in the 
amount of steel bought from various suppliers. 

May I emphasize again, the market for steel cannot be considered 
in terms of an isolated moment in time. Each of our day-to-day 
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decisions must reaffirm our position as a supplier with whom our 
customers will want to continue a long-term relationship. We must 
have such relationships to assure the continued operation of our fa- 
cilities. Our commercial policy—based on these long-term considera- 
tions—serves the best interests of both our customers and United 
States Steel. 

The following is a summary of my prepared statement: 

To appreciate the significance of price competition in the steel 
market, it is necessary to understand the relationship which exists be- 
tween the steel supplier and the steel consumer. The need for 
continuity over an extended period of time is the single most im- 
portant consideration in each buyer-seller relationship, and one which 
differentiates competition in steel markets from competition in mar- 
kets for many other common articles of commerce. 

The steel consumer has invested his money in facilities and organ- 
ization. Therefore, his daily decisions are made in the light of his 
objective to maintain a high rate of operations over a continuing pe- 
riod of years. To achieve this objective, he must have assurance of 
a constant and reliable source of steel-mill products available to him 
at a cost low enough and of a quality high enough to enable him 
to compete in his own market. 

On the other hand, we, as a steel supplier, have invested huge 
sums of money in steelmaking facilities which are costly and long- 
lived with the express purpose of providing each of our large, and 
small, customers continuity of supply. It is obvious that our daily 
sales decisions must be made in the light of the need for a continuing 
flow of orders from customers to keep our facilities operating 
profitably. 

We recognize that to be competitive, we must stand ready to pro- 
vide a continuing supply of steel products to each of our customers. 
The basis of the sales planning necessary to accomplish this lies 
in our study of markets. As a practical matter, we cannot consider 
the steel market in terms of an isolated moment in time. We must 
examine markets both in the near-term future and over longer pe- 
riods of time. We cannot plan our solicitation effort, our sales force, 
our supply of raw materials, our facilities, or our pricing on the basis 
of what we think the market might be next week or 3 months from 
now. 

Our pricing is the product of management judgment applied to 
long-range commercial planning, as well as to the day-to-day ad- 
ministration of our commercial affairs. It, of course, recognizes 
the need for sustaining long-term sales relationships with customers. 

United States Steel endeavors—to the extent competition permits— 
to sell its products at prices which will recover its costs and yield a 
profit which will prove attractive to investors in United States Steel. 

But the actual attainment of such a profit is the difficult problem. 
Business profits are merely a residual between the seller’s costs and 
the proceeds realizable on products sold. The fact that a steel buyer 
will not pay more for our steel-mill products than for our competi- 
tors’ products is a vital factor in the attainment of a profit. 

Our mill price must permit us: 

To sell the product of our mills; 

To develop mutually beneficial long-term individual customer re- 
lationship ; 
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To maintain our position in the market with respect to competitive 
nonferrous materials. 

To the steel buyer, the “price of steel” is actually the cost of steel 
at his plant. Ordinarily, he simply will not pay more to one supplier 
than to another. To obtain his business on a continuing basis, we 
must be prepared to meet a lower delivered price if offered by another 
steel producer. 

Such factors as changes in transportation costs and revisions of 
competitors’ mill prices exert a constant influence on the competitive- 
ness of our prices. These changes require continuous reappraisal of 
our prices. We know from practical experience that when we are not 
competitive in price, we are not fully competitive. 

Recognition of the significance of this is reflected in that portion of 
our commercial policy dealing with price. It is simple and clearly 
understood by our customers. We have published f. o. b. mill prices 
for standard steel mill products at each of our producing mills. Thisis 
the price we quote to all of our customers—large or small. In other 
words, we have a one-price policy. When a change is made in our 
f. o. b. mill price, the new price applies to all of our customers and 
to all unshipped orders on the books as of the date of change. 

The antithesis of a one-price policy would be one in which we had 
many prices for the same product. Every customer would like a 
lower price than his competitor. On the other hand, no customer 
wants his competitor to enjoy a lower price than himself. We believe 
our one-price policy is the sound and equitable manner in which to 
conduct our business. 

It has been suggested that, when demand is temporarily in excess 


of supply, steel-mill products should be sold to the highest bidder. 
During such periods this type of expedient pricing _— indeed, 


yield a handsome, quick profit. However, this would a short- 
sighted policy. Not only would it result in discrimination in price 
but also in discrimination in the distribution of our products. As the 
availability of space on our producing facilities neared the sellout 
point, we would be weighing price offers as each customer bid higher 
and higher amounts in an effort to obtain a supply essential to his 
operations in future weeks and months. 

In the end, their inability to bid successfully would mean that some 
customers would be denied any steel at all. The net result would be 
that some customers would prosper; some customers would sustain 
losses, and might even be forced out of business by the lack of their 
needed raw material. 

While we have been discussing competition largely in terms of 
price, the practical business of selling steel involves vigorous com- 
petition in other areas as well. It is not enough merely to have a 
product which can be offered for sale. The product must be of a 
quality at least equal to that offered by our competitors. With an 
improved product, the steel user has considerably improved his posi- 
tion in his own market. Each steel producer is compelled by competi- 
tion to seek constant improvement in the quality and utilit of his 
products and to develop new types of steels which can be made avail- 
able to his customers. 

May I emphasize, again, the market for steel cannot be considered 
in terms of an isolated moment in time. Each of our day-to-day 
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decisions must reaffirm our position as a supplier with whom our 
customers will want to continue a long-term relationship. We must 
have such relationships to assure the continued operation of our facili- 
ties. Our commercial policy, based on these long-term considerations, 
serves the best interests of both our customers nad United States Steel. 

Mr. Buoveu. Mr. Chairman, that, I think, was within your 5 min- 
utes, and Mr. Hood would be equally brief. 

Senator Keravver. I did not keep time on Mr. Sentner. I notice 
on page 2 you talk about your pricing. You say: 

Our pricing is a product of management judgment applied to long-range com- 
mercial planning as well as the day-to-day administration of our commercial 
affairs. 

Is that true? 

Mr. Sentner. Yes, sir. 

Senator Kreravver. Is that correct ; that your pricing is the result of 
management judgment ? 

Mr. Sentner. That is right. 

Senator Kerauver. Whether you are producing at 80 percent of 
capacity, 70 percent, 90 percent capacity, it is the result of manage- 
ment judgment ? 

Mr. Sentner. They are always the result of management judg- 
ment. 

Senator Kreravver. Very well. 

Mr. Sentner. The factors influencing the judgment we have tried 
to outline in the whole statement. 

Senator Keravver. All right; Mr. Hood. 

Mr. Hoop. I share the concern about inflation which I am sure that 
you gentlemen have in your minds. In fact, no other matter so seri- 
ously and adversely affects the operations of United States Steel. 
An increasing number of people are coming to understand that one 
part of this problem—a part that I must face every day—is the failure 
of production to rise as rapidly as production costs. 

ide from taxes, and, as in any manufacturing concern, the cost 
per unit of production in United States Steel is determined by the 
unit. costs of man-hours, machines, and materials, and the combined 
effectiveness with which all of these factors of production are uti- 
lized—in other words, unit prices and productivity. The unit prices 
United States Steel has had to pay for man-hours, machines, and 
materials have been increasing at rates far in excess of increases in 
productivity, thus creating a disparity which has resulted in steel- 
price increases. Many other enterprises are confronted with a similar 
disparity which we might think of as the new inflation gap, a problem 
of nationwide scope. 

This problem threatens the long-range security of our business, 
and of every individual who gains his living, in whole or in part, 
from our business. It poses a similar threat not only to every other 
steel producer, but to every other industry, and, in fact, to every other 
group in America. It is a national problem of great importance. 

Heretofore, the great problems with which this Nation has been 
confronted have been solved in ways determined bv the will of the 
people, following the development of adequate public understanding 
of the problems and needs for solution. I have an abiding faith that 
this will continue to be our way of life, and I am sure that the 
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activities of this subcommittee will contribute to the growth of that 
public understanding. 

To the furtherance of that purpose I would like, briefly, to present 
certain views on the new inflation gap, particularly with respect to 
what individual companies or industries can and cannot do about it. 

Without professing to understand all of the complex economic as- 
pects of inflation, it nevertheless seems clear to me, and, I presume, 
to many others as a matter of ordinary arithmetic, that the way to 
close the gap is either to step up the overall rate of productivity 
increase, or to lower the overall rate of cost increase, or both. Out of 
that simple observation comes one responsibility that I think rests 
squarely upon the individual managements and employees of every 
business enterprise, big and little. It is to manage their affairs and 
perform their jobs so as to bring about the maximum possible in- 
crease in overall productivity, and put a stop to the production-cost 
increases which are within their power to control. 

This is, of course, not a new responsibility. It is one, however, 
worth emphasis in view of the national predicament in which we find 
ourselves. I say it is not new, because, fortunately, the American 
competitive system makes it necessary for management to develop 
ever more efficient methods of producing or lose out in the competitive 
race. The wonderful byproduct has been an ever-rising standard of 
living, for it is only as we develop more efficient ways of producing 
today’s goods and services that we can free manpower and resources 
to provide tomorrow’s more abundant, new, and bebine products. 


This is the result of a productivity rise over the long stretch of 
American history of slightly over 2 percent per year on the average, 


according to the National Industrial Conference Board calculations. 
In order to have a stable price level, it follows that there cannot be 
sustained increases in the Nation’s wage levels at a much greater rate 
without inevitably forcing up prices. But now we are faced with 
the fact that employment costs per hour have been compounding 
for many years at much greater rates than that—over 8 percent per 
year, in the case of United States Steel. It follows that to close this 
new inflation gap something has to be done about the overrapid in- 
crease in employment costs throughout American industry. The man- 
agements and employees of individual enterprises can help solve this 
problem, but, clearly, the real solution of the matter lies beyond the 
power of management of any one enterprise or any single industry. 
Its solution will require concerted effort on the part of all manage- 
ments and all employees. We in United States Steel are doing what 
we can. 

The management of United States Steel has no desire whatever to 
withhold justified wage increases. But we do not want the employees 
of United States Steel, through their collective bargaining repre- 
sentatives, to demand and strike for unjustified wage increases. Our 
real desire is to raise our rate of productivity increase, with the 
cooperation of our employees and their collective bargaining repre- 
sentatives, to the highest attainable level, reduce our costs, and, as 
we progress, to negotiate wage increases which respect the related 
interests of the employees, owners, and customers of United States 
Steel. 

The management of United States Steel cannot reach this objective 
without full cooperation of the employees and their collective bar- 
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gaining representatives, and the development of such cooperation 
does not come about overnight; but we think we have made a prom- 
ising start in this direction, and based on the mutuality of interest, 
believe we can continue to progress. 

The labor agreement of August 1956 was negotiated with this in 
mind. Whereas the employment cost per man-hour had been in- 
creasing at about 8 percent per year compounded, the company’s 
offerings, short of strike settlement, contemplated a 5-year agreement 
and employment-cost increases at approximately 4 percent per year. 
This offering was based on a planned program to move in the direc- 
tion of closing the gap we have been discussing. The settlement ar- 
rived at through force of strike involved a 3-year agreement and 
employment-cost increases amounting to about 6 percent per year 
compounded, exclusive of the unknown factor of cost of living. 

These terms, far short of the objectives sought by United States 
Steel and obtained only after a costly strike, were accepted as a 
matter of general public necessity. And cost-of-living increases of 
unforeseen size have already nullified a substantial proportion of 
the anticipated gain. 

Nevertheless, this agreement marked a step forward. It provided, 
hopefully, 3 years of industrial peace in which: the customers could 
count on uninterrupted supply of steel; the employees could count 
on a strike-free period of employment and steady income; the com- 
pany could plan and proceed with facility replacement and modern- 
ization in more orderly fashion: and of paramount importance, the 
management of United States Steel would have reasonable oppor- 
tunity to seek better understanding with the employees of United 
States Steel and their collective bargaining representatives. 

Upon execution of this labor agreement the management of United 
States Steel moved to further concentrate azd accelerate its long 
standing efforts in two directions, namely :. 

1. Develop improved understanding with the employees and their 
union representatives as to the mutuality of interest involved. 

2. Increase the productive effectiveness of United States Steel in 
every possible way. 

With respect to improved understanding, we are conducting con- 
centrated and planned programs to acquaint each member of our 
management organization with the facts concerning our basic prob- 
lem, so that they in turn can do likewise with respect to their em- 
ployee associates. We have used the occasions of public utterances 
to describe our inflation problem for the knowledge of employees 
and the public. 

To date the union has not seen fit to help us clarify this problem in 
the employee and public minds. But we live in the hope that it will 
not always be thus, and that a point will be reached where we will 
be able to conduct our bargaining in light of the applicable facts and 
conditions. Only in this manner, we believe, can our collective bar- 
gaining truly serve the individual and related interests of the em- 
ployees, stockholders, and customers of United States Steel. 

With respect to the second line of endeavor, namely, management 
actions to improve the productive effectiveness of United States Steel, 
we have a number of carefully planned programs now going forward. 
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Through research and technology, we are constantly searching for 
new methods, processes, and products to lower the cost of production 
and improve the products and services supplied to our customers. 

Extensive research and experimentations go on continually in our 
efforts to make better use of available raw materials. 

Our facility planning is conducted on an organized and effective 
basis, designed to make the most productive use of funds invested 
in them. 

We continually employ a number of ever more modern management 
meorerns or tools, all of which endeavors are coordinated and 

irected toward the objective of being a low-cost producer of the 
products and services offered for sale by United States Steel. 

These are contributions that management can make in the direc- 
tions of productivity improvement, dealing primarily with making 
possible such improvement. 

This brings us to the all-important matter of employee performance. 

In one way or another the human equation is involved at the core 
of every operation in steel, and that equation includes both those who 
direct and those who are directed. ‘The machines and processes do not 
operate themselves. They must be regulated by people. 

The owners of the enterprise can supply the tools of production; 
the management can acquire the raw materials, employ the people, 
and plan the most efficient operations; but at that point, under the 
given circumstances at the given time, the productive result depends 
entirely upon the employees and the way they perform the available 
work. 

Constant improvements of the tools of production tend steadily to 
reduce physical labor in the steel industry through the substitution of 
mechanical and electrical equipment. This places greater premiums 
upon employee teamwork and effective coordination of the actions 
of huge pieces of equipment through push button or lever controls. 

With these ever-increasing amounts of the tools of production, 
made available and acquired by use of the investor’s money, it be- 
comes increasingly important that such tools be operated at their most 
productive rates. This can be accomplished only through the most 
efficient employee performance consistent with safety, good health, 
and sustained effort. The attainment of this objective is as much in 
the long-term interest of the employees as of the owners. Orly by 
the most effective use of the tools of production can investment in 
them be justified, and only by such justification can new tools and the 
related jobs of their operation be supplied. 

In United States Steel we recognize that efficient employee perform- 
ance in total accrues from the initiative and actions of the employees 
as individuals. Thus we strive continuously to generate an employ- 
ment environment conducive to good employee attitudes, individual 
initiative, and high performances. Widespread use is made of mone- 
tary incentives applied to work performances, and a cash award sug- 
gestion plan has been installed to encourage the contribution of ideas 
for cost reduction, improved safety, improved products, and others. 

In all of these endeavors we seek to make it crystal clear that: 

1. It is in the interest of the stockholders that there be equitable 
compensation for the employees. 
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2. It is in the interest of the employees that there be equitable return 
for the stockholders. 

3. It is in the interest of the customers, the employees, the stock- 
holders, and the public that, after payment of employee compensation 
and other costs, and stockholder dividends, there be a remaining profit 
to maintain United States Steel in healthy financial condition to meet 
the new and ever-expanding needs of this Nation. 

4. Anything that operates against the attainment of these objectives 
is contrary to the best interest of all concerned. 

5. The way to meet these objectives is to solve the problem at hand 
and close the gap between rapidly rising costs and slowly rising pro- 
duction. 

Mutual understanding and cooperation in these endeavors is the 
American way to solve the problem. The understanding of this prob- 
lem must not stop with the employees of United States Steel and its 
management. It must be extended to a broad public appraisal of the 
problem such as I indicated earlier, with broad public understanding 
that the problem cannot be solved by one company or one industry— 
it will require the concerted efforts of all employees and all manage- 
ments. 

Without placing a definite timetable on these objective accomplish- 
ments, we do have hope that the present trends may be arrested and 
brought into balance. 

Mr. Chairman, briefly summarized, the principal substance of my 
prepared statement is as follows: 

I share the concern about inflation which you gentlemen have on 
your minds. No other matter so seriously and adversely affects the 
operations of United States Steel. The failure of production to rise 
as rapidly as production costs has created what we may call a new 
inflationary gap that can be closed only by concerted action on the part 
of all managements and all employees of American industry. 

In order to close this new inflation gap, something has to be done 
about the overrapid increase in employment costs throughout Ameri- 
canindustry. The responsibility to bring about the maximum possible 
increase in overall productivity and put a: stop to production-cost 
increases, where possible, rests squarely upon the individual manage- 
ments and employees of every business enterprise, large and small. 

The management of United States Steel has no desire whatever to 
withhold justified wage increases, but does not want its employees, 
through their collective-bargaining representatives to demand and 
strike for unjustified Wage increases, 

Our real desire is to raise our rate of productivity increase, with 
the cooperation of our employees and their collective-bargaining repre- 
sentatives, to the highest attainable level; to reduce our costs and, 
as we progress, to negotiate wage increases which respect the related 
interests of the employees, owners, and customers of United States 
Steel. 

It was to this end that United States Steel last year offered the 
steelworkers union a 5-year labor agreement providing employment 
cost increases of about 4 percent a year, compared with increases that 
had compounded at the rate of more than 8 percent since 1940. 

The settlement arrived at through force of strikes involved a 3-year 
agreement and employment cost increases amounting to about 6 per- 
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om per year compounded, exclusive of the unknown factor of cost- 
of-living. 

These terms, far short of the objectives sought by United States 
Steel and obtained only after a costly strike, were accepted as a mat- 
ter of general public necessity. And cost-of-living increases of un- 
foreseen size have already nullified a substantial portion of the antici- 
pated gain. 

However, that agreement marked a forward step, since it provided, 
hopefully, 3 years of industrial peace in which customers could count 
on uninterrupted supplies of steel ; employees could count on a strike- 
free period of employment and steady income; United States Steel 
could proceed in orderly fashion with planned facility modernization 
and replacement; and, of paramount importance, a period in which 
United States Steel would have reasonable opportunity to seek better 
understanding with its employees and their bargaining representa- 
tives. 

Upon execution of this labor agreement, the management of United 
States Steel moved to further concentrate and accelerate its long- 
standing efforts in two directions, namely: 

1. Develop improved understanding with the employees and their 
union representatives as to the mutuality of interest involved; and 

2. Increase the productive effectiveness of United States Steel in 
every possible way. 

Thus far, the union has not seen fit to help United States Steel 
clarify employee and public understanding of its basic problem— 
the nationwide inflationary gap. But we live in the hope that it will 
not always be thus, and that a point will be reached where we will 
be able to conduct our bargaining in light of the applicable facts and 
conditions. Only in this manner, we believe, can our collective bar- 
gaining truly serve the individual and related interests of the em- 
ployees, stockholders, and customers of United States Steel. We 
think we have made a promising start in this direction, and based on 
mutuality of interest, believe we can continue to progress. 

The management of United States Steel is bending every effort to 
increase productivity through carefully planned programs of: re- 
search and technology; facility planning; and constantly improving 
management procedures directed toward the objectives of good em- 
ployee attitudes, high performances, and low cost production. 

The management of United States Steel constantly strives to make 
it crystal clear that: 

1. It is in the interest of the stockholders that there be equitable 
compensation for the employees, 

2. It is in the interest of the employees that there be equitable re- 
turn for the stockholders. . 

3. It is in the interest of the customers, the employees, the stock- 
holders, and the public that, after payment of employee compensation 
and other costs, and stockholder dividends, there be a remaining 
profit to maintain United States Steel in healthy financial condition 
to meet the new and ever-expanding needs of this Nation. 

4. Anything that operates against the attainment of these ob- 
jectives is contrary to the best interest of all concerned. 
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5. The way to meet these objectives is to solve the problem at 
hand and close the gap between rapidly rising costs and slowing rising 
production. 

Mutual understanding and cooperation in these endeavors is the 
American way to solve the problem. The understanding of this 
problem must not stop with the employees of United States Steel 
and its management. It must be extended to a broad public appraisal 
of the problem such as I indicated earlier, with broad public appraisal 
standing that the problem cannot be solved by one company or one 
industry—it will require the concerted efforts of all employees and all 
managements. 

Without placing a definite timetable on these objective accomplish- 
ments, we do have hope that the present trends may be arrested and 
brought into balance. 

Senator Keravver. All right, Mr. Hood. 

I take it from your statement that most of the inflationary trend 
in steel is placed upon the union or upon the employees’ increased 


wageet 

r. Hoop. I stated, sir, and it has been stated before, that our 
production is not rising as rapidly as our employment costs—that is, 
total employment costs—and our effort is to close that gap. 

Senator Kerauver. How about increases in salaries of executives? 
Would you include that as one of the inflationary elements ? 

Mr. Hoop. The salary of executives is a a of our total employ- 
ment costs. It is only a small fraction of the total employment cost, 
Senator Keravver. Then it contributes to inflation; doesn’t it? 

Mr. Hoop. To the extent that our total employment costs increase 
more rapidly than our productivity, that increases too the gap that 
we are trying to close, but I again repeat that the salaries of officials 
to which you refer are only a fraction of a percent of our total wage 
and salary costs. 

Senator Kerauver. Don’t you think the executives might want to 
set an example for the workers, Mr. Hood ? 

Mr. Biover. Mr. Chairman, may I just add a little arithmetic to 
that statement of Mr. Hood ? 

Senator Kreravver. Mr. Blough, you brought us a good many docu- 
ments yesterday. We asked you by letter yesterday to furnish, and 
I suppose you have with you today, certain information contained 
in the letter, which will be made a part of the record. 

(The document referred to follows :) 

Avaust 15, 1957. 
Mr. Rocer M. Biovueu, 


Chairman of the Board, United States Steel Corp., 
New York, N.Y. 


Dear Mr. BioveH: It will be appreciated if you will furnish the subcommittee, 
as early as possible, the following information: 

1. Common dividends per share for the period 1940-57, inclusive (showing 
stock split, if any). 

2. Number of common shares outstanding as of December 31 for period 1940 
through 1956, and as of June 30, 1957. 

8. Earnings per share for period 1940-56 and through second quarter of 1957, 
after taxes. 

4. Adjustments for taxes (reference is made to footnote on Tyson’s exhibit 1 
(for period 1940-57) ). 

5. Executive salaries for period 1940 through 1956, including bonuses, if any, 
for directors, officers, executive vice presidents, vice presidents, and assistant 
vice presidents. 
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6. Stock-option rights of officers and directors, if any, for period June 1951 to 
June 1957, including grants, by dates with price and names of officials; those 
options that were exercised with dates, names, and market price on the date 
that option was exercised. 

It is also requested that the following information be supplied as to additions 
to the corporation’s gross capital assets from 1945, represented by (1) facilities 
purchased from the United States Government, listing for each the purchase price 
and the original cost to the Government; (2) facilities on which accelerated 
amortization was granted, including the total costs, amounts certified, and per- 
centage of amortization allowed under each certificate. 

Sincerely, 
Estes Kerauver, Chairman, 

Senator Keravuver. Common dividends per share, 1940-57, includ- 
ing stock splits; number of common shares outstanding as of Decem- 
ber 31; earnings per share from 1940 to 1956; executive salaries for 
the period 1940 through 1956, including bonuses, if any ; stock-option 
rights of officers and direseore, if any, through the period 1951 to June 
1957, and other information. 

Do you have that information now? 

Mr. Brovex. Mr. Chairman, we received this letter yesterday after- 
noon. Some of the information is already in the record. For exam- 
ple, the amount of common dividends per share for the periods are 
already a part of the record with our annual statement. It is all 
printed in there and available to you. Now, No. 2, the number of 
common shares outstanding as of December 31 for the period 1940 
through 1956, and so on, is also stated in the annual report. 

I think that is correct ; the earnings per share for the period of 1940 
to 1956 and through the second quarter of 1957, which is our third ite 
is also stated in the annual report except for the second tne an 
those have been made a part of the record as a part of Mr. Tyson’s 
statement and also as a part of Dr. Blair’s statement, I believe. 

Senator Krrauver. We do not have, I believe, Mr. Blough, the 
annual reports for that time. 

Mr. Buiovucn. For the second quarter? Perhaps I haven’t made 
that clear. The annual report carries all of this data back to 1940, 
which is the request. 

Senator Dirxsen. Is that being made a part of the record, or is that 
in the record ? 

Mr. Bioveu. You see, it has been filed as an exhibit in the commit- 
tee record. Therefore, I, presume it is part of the record. Now, the 
fourth thing is the adjustment for taxes. 

I don’t know what is involved in that, and we will try to get that 
for you. The fifth thing, executive salaries; of course, we print the 
executive salaries. I will put it this way. We publish the executive 
salaries in connection with our proxy statements, and they are sup- 
plied to the SEC. The same way with respect to stock options, al- 
though we will have to check that and see if we can give you some 
information on that. 

Senator Kerauver. While you are on executive salaries, do you 
have the infurination called for there, Mr. Blough? 

Mr. Biovex. We don’t have it this morning, sir, but I’d be glad 
to discuss executive salaries if you would care to. We haven’t available 
the information going back to 1940. With the request from you yes- 
terday afternoon, it is impossible to get that today, but, as I said 
before, we will be glad to furnish that to you. I notice it says “in- 
cluding bonuses.” United States Steel has no bonuses. 
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Senator Kerauver. You have a stock-option program ? 

Mr. Brovuan. No. 6 is the item with respect to stock options. I 
would also like to say, with respect to the general material at the bot- 
tom of the letter, which has to do with the facilities purchased from 
the Government and facilities on which accelerated amortization was 
granted, I don’t know whether you realize it or not, but that is a volu- 
minous bit of material, all of which, of course, is available here in 
Government records, but we will be glad to try to assemble it for you. 
It will take several weeks to do that, Mr. Chairman. 

Senator Keravver. I think that you would have the record here of 
the salaries of your officers, of the increase in salaries since 1951, 
would you not, Mr. Blough ? 

Mr. Buover. Mr. Chairman, we don’t have that here, but may I 
suggest this to you? You said since 1951. May I suggest this to you: 
That, if my recollection is correct, the job which—I will put it this 
way. The present salary of Mr. Hood as president does not exceed 
the salary which the president of the corporation received—I am not 
sure of 1951; I will say, for sure, since 1952; in other words, 5 years 
ago. I will also say that the present salary of the chairman of the 
board does not exceed the salary which the chairman received in 1952, 
and I would say, although I will have to check this, the same thing 
with respect to the chairman of the finance committee. Now, o 
course, I know that that doesn’t complete all the information you have 
requested. 

Denahat Keravuver. Mr. Blough, we are going to have a short meet- 
ing this afternoon. Perhaps you can get that information. But we 
can get some idea now. You have got quite a number of officers sit- 
ting around here. You are the chairman of the board. 

Mr. Brouex. Yes; I am. 

Senator Kerauver. What is your salary ? 

Mr. Broueu. My salary, as stated in our proxy statement, my sal- 
ary is $250,000. The net after taxes, which of course, you wouldn’t 
pay any attention to, is $72,000. 

Staatee Drr«sen. Is that net after taxes? 

Senator Keravver. I pay taxes myself, Mr. Blough. 

Mr. Bioveu. I’m sure you do, sir. 

Senator Keravuver. Not that much, unfortunately. How about 
your stock options? When did you become president ? 

Mr. Brouen. I am chairman. 

Senator KrerAvuver. I mean chairman of the board. 

Mr. Buioucnu. I never had the distinction of being president. How 
about the stock option ? 

Senator Keravuver. Yes, sir. 

Mr. Buoven. In 1951, we adopted a stock-option plan, Mr. Chair- 
man. That plan, if I may have just a minute, I’d be very glad to ex- 

lain it. 
( Senator Dimxsen. Go ahead and explain the plan. 

Mr. Bioueu. The plan was adopted to provide an incentive for the 
top-management group of United States Steel Corp. It covers from 
300 to 500 individuals in the corporation. It isn’t just a plan for 
Mr. Hood or for me or Mr. Tyson. The total options that were issued 
under the plan, I think, have gone to—some people have, of course, re- 
tired or left the company, but the total options have gone to over 500, 


I think, perhaps 550 employees during that time. The options were 
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nted in relation to the incentive opportunity which those indi- 
viduals have in the corporation. I would like to say, also, that our 
plan provides for four directors who are not employees to run the 
plan. The four directors have control of it, of course, within the board 
of directors. I think perhaps I should explain to you, Mr. Chairman, 
that we have 18 directors. There are three of us, Mr. Tyson, Mr. Hood, 
and myself, from the management, you may say. We have several 
who were previously in the management, but we have mostly directors 
who had never had any employment association of any kind with 
United States Steel Corp. 

So, from among those directors we have a committee called the 
stock-option committee, if I recall correctly, which actually takes care 
of the stock-option plan. That committee determines the amount of 
shares that are optioned to the individuals under the plan. As I said, 
we adopted this plan. The board of directors first recommended its 
adoption to the stockholders. 

he plan was adopted at a stockholders’ meeting in 1951 by I think 
erhaps 96 percent of the stockholders present, or something of that 
baie I’m not quite sure, perhaps it was 95, and the plan has been in 
operation. We think the plan has been a very valuable plan to the 
corporation. The directors think so, and we all feel that way about it. 

I believe that, if you were acquainted with corporation affairs, you 
would agree that the adoption of the stock-option plan has had a bene- 
ficial effect from the standpoint of everyone, and that goes for all em- 
ployees, all stockholders, as well as the optionees under the plan. 

Senator Krrauver. Very well, Mr. Blough. How many shares 
have been allotted to the officers and directors since the plan went into 
effect in 1951? 

Mr. Bioven. Mr. Chairman, I would like to give you my recol- 
lection, with the opportunity to correct these figures in the record. 
T will give you my recollection. The plan provided for a maximum 
of 5 percent of the outstanding shares. 

Senator Kerauver. How many is that, Mr. Blough? 

Mr. Biouen. At that time it was about 1,300,000 shares. 

Senator Kerauver. 1,300,000; but, based on the split since that 
time, how many would that represent now ? 

Mr. Bioven. It would be double that because we have divided each 
share into two shares somtime back. Now we have had one general 
issuance of options, I think in 1951, a second one in 1953, and there 
have been others. I would believe—I will have to think in terms of 
the original shares now—I would believe that approximately 800,000 
to 850,000 shares have been optioned of the original shares up to the 
present time. Maybe Mr. Tyson has that. 

Senator Keravuver. That would be double if you consider it on the 
present shares. 

Mr. Bioven. Mr. Tyson says it is approximately one million eight 
out of the two million six; that is correct. 

Senator Kerauver. That would mean that you have doubled the 
number of shares now, Mr. Tyson? 

Mr. Tyson. No; the 2.6 is after the doubling, Mr. Chairman, so the 
one million nine or the one million eight out of the 2.6 is in terms of 
present. shares. 
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Mr. Buoveu. It is about 900,000 out of the original 1,300,000. 

Senator Kerauver. Then it was split 2 to 1, wasn’t it, so that you 
got 3 shares and you had 2 additional shares? ; 

Mr. Buovex. No; just 2 for 1. 

Mr. Tyson. Not two additional shares. 

Senator Kerauver. You had 1 share and had 1 additional share? 

Mr. Buovexr. That’s correct. 

Senator Kerauver. How many shares did you get, Mr. Blough, 
under the stock-option plan? 

Mr. Buiovex. Under the stock-option plan I have had a total of 
originnl shares, 20,000, options under the original plan. 

enator Kerauver. That was in 1951? 

Mr. Biroven. No. I have had it at various times. You see the com- 
mittee doesn’t issue all the options at once. It is a question of pro- 
viding options from time to time as they think they should. 

Senator Kerauver. You said you had 20,000. 

Mr. Biovex. That is the total over these years; from 1951 to 1957 
is 6 years, that is the total over the 6-year period. 

Senator Keravuver. Does that represent the original shares or the 
divided shares? 

Mr. Broveu. Yes; that is the original shares. The divided shares 
would be double that or 40,000. 

Senator Kerauver. How does the option plan work? What do you 
pay mae Fe stock? Do you have a memorandum there about it, Mr. 

ough? 

Mr. Buioven. No; I do not. 

Senator Kerauver. Will you furnish us one? 

Mr. Broven. Yes; I'd be very happy to. 

Senator Kerauver. Will you just tell us now in a general way 
how it works, what you pay for the shares? You are looking at the 
proxy statement. We will make it a part of the record. 

Mr. Buioven. The entire proxy statement ? 

Senator Kerauver. Yes. 

Mr. Bioveu. It is fairly long. You can have it if you want it. 

Senator Kerauver. We would like to have it. We will insert such 
part as we want in the record. 

Mr. Buoven. It is the proxy statement of May 6, 1957. 

Senator Krerauver. What we want to know, Mr. Blough, is what 
you paid for the shares and others who are under this. 

Mr. Bioven. Excuse me, Mr. Chairman, I now have a copy of the 
stock-option-incentive plan which is a single page and a half if you 
would like to have the complete plan in the record. We will be glad 
to furnish it to you. 

Panstor Keravver. Let both documents be made a part of the 
record. 

(The documents referred to may be found in the appendix on p. 
1028.) 

Mr. Buiovueu. I’m sorry, I didn’t hear the last question. 

Senator Keravuver. Will you tell us about it in terms of your own 
20,000, which is now 40,000 shares, how much you paid for them and 
what they are worth ? 

Mr. Bioven. Well, they are worth considerably more than I paid 
for them because the stock has gone up considerably since 1951. 
can’t give you the exact price. Understand I don’t own all those 
shares. I have not been able to exercise all my options. I have exer- 
cised some of them, but I don’t own all of the shares that are optioned 
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to me, and I can’t give you any precise figure. I’d be glad to furnish 
that to you if it would be of any interest to you. I did purchase some 
shares. This proxy statement will show that I purchased shares dur- 
ing 1956 and the option price on those shares was originally on the 
nonchanged shares, the original shares, was $37 and then on the split 
basis would be half that. 

The market price in the period of purchase was around $60 to $61 
and that all appears of course in the proxy statement. 

Senator Kerauver. As I understand it, of the shares you purchased 
ae you paid 30-what dollars on the basis of the old shares? 

Mr. Biovuau. The original shares were $37. 

Senator Kerauver. And that was? 

Mr. Biouvex. Half of that would be the price that we paid on the 
split basis. 

Senator Kerauver. So about $18 is what you paid? 

Mr. Buiouenu. $18.50, that’s right. 

Senator Keravver. It closed yesterday at $67.25. 

Mr. Buovueu. I think, Mr. Chairman, that I should point out to you 
that under the plan the option price to me on the day the option is 

iven to me is the New York Stock Exchange market price on that day. 

he price of the shares on the New York Stock Exchange when the 
options were given to me at the various times is the price. 

Now United States Steel stock, along with many other industrial 
corporations, has gone up considerably since 1951, there is no doubt 
about that. 

Senator Kerauver. As I understand it, Mr. Blough, in 1951 you and 
the other officers were given an option to buy 5 percent of the shares 
of United States Steel, and you in subsequent years pay for them, 
but you pay on the basis of the price they were as of the date the option 
agreement was worked out? 

Mr. Buoven. That is what a stock option incentive plan is. The 

urpose of course is to have the management of a corporation try to 
increase the business, try to improve it for all the stockholders. As 
you will understand, of course, it does. 

In other words, if there is any advantage to the officer who exercises 
his option, all the shareholders who were owners of shares in 1951 were 
equally profited because the shares of all the shareholders go up . 

Senator Keravuver. Recently you bought at $18.50 on the new shares 
which chonedt yesterday at $67.50, so that is a paper gain of $50 a share, 
isn’t it? 

Mr. Biovenr. Of how much? 

Senator Kerauver. $50 a share roughly. 

Mr. Buiover. Of course, Mr. Chairman, I don’t know what your 
knowledge of stocksis. I suppose it is much better than mine because I 
don’t profess to have any great knowledge, but I point out to you 

Senator Keravver. This is big money for me. 

Mr. Biouau. When you talk about profit—— 

Senator Kreravver. a just going on mathematics when you say 
the share you purchased was half of 37.50 or about 18 something 
= you paid for it, and it closed yesterday at 67.50; that is $49 or 


Mr. Brouex. You said the profit. You also said the paper profit, 
and maybe that is a fair description, but remember that there is no 
assurance of the profit on any share of stock, and remember, also, 
you never realize anything on that unless you sell it and, of course, 
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you get your dividends on your shares, and remember, also, that you 
pay a tax on any gain, the difference between the purchase price and 
the selling price. 

Senator Kreravuver. If you held it 6 months, you could sell it and 
only pay capital gain of 25 percent, couldn’t you. 

Mr. Broven. Yes, and, if that exact thing happened, that would be 
undoubtedly true, but I have no intention of disposing of any of those 
shares other than as the occasion would require for various personal 
reasons. 

mueeten Keravver. I can understand that, but you are talking about 
the tax 

Mr. Buoven. If you sold it, the tax would be 25 percent on a 
capital- -gains basis ify ou held it ‘long enough. 

Senator camel You have been talking about the increase in 
the price of the shares. I have seen various statements about the 
increase in stock prices. I asked a stockbroker to prepare this in- 
formation, and I had it checked from the records. If you had bought 
sy shares of United States Steel on J anuary 2, 1947, it amounts to 

9,870. 

Mr. Broveu. I could point out, Mr. Chairman, that, if you bought 
it in 1932, it would still have been a greater gain than that. 

Senator Kmravver. Yes, but I am just going back for a period of 
10 years. To the middle of 1957 it would amount to $14,084. The 
stock has been split 3 for 1 and 2 for 1, so that you now have 6 shares 
for each of the original ones, and at 681, the other day, when this was 
calculated—I believe it is down 1 ‘point now—that w vould be worth 
$57,330 after dividends of $14,084; is that it? 

Mr. Bioven. Subject to checking your mathematics—I’m sure that 
somebody is giving you the data—I presume that what you say is 
correct. 

Senator Keravver. I will give this to you, and you can check it. 
But the point is, doesn’t that have a pressure on inflation too, Mr. 
Blough, when you split stock? It doesn’t add anything. It brings 
in no capital. These very substantial executive salaries, the amount 
you make out of stock options; doesn’t that have some impact on 
inflation ? 

Mr. Buoveu. Before I discuss the inflation point, I just want to 
get one little figure in your mind about our top executive salaries. I 

am talking now of the top 50 people in the steel corporation. 

That is one-tenth of 1 percent of our revenue dollar. That is three- 
tenths of 1 percent of our total employment cost. Now then, with 
respect to—— 

Senator Keravuver. You say one-tenth of 1 percent. How about 
the amount made from stock options? How does that work? 

Mr. Bioven. I don’t know what it is, and nobody is able to deter- 
mine that, because that varies all over the lot, and, understand, Mr. 
Chairman, that—— 

Senator Keravver. I just wanted to find out, Mr. Blough, if that 
included 

Mr. Bioven. No; I was talking about salaries. 

Senator Keravver. Very well. 

Mr, Broven. With respect to inflation, the question you are asking 
is a very interesting one. If I understand it, it relates to the ques- 
tion—it relates to this: Does the splitting of shares of stock increase 
the tendency in the country toward inflation ? 
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Senator Kerauver. The question is more than that: Whether exec- 
utive salaries and increases in stock options, where the officers and 
not the corporation make the profit—whether that does not put more 
money in circulation and increase the pressures of inflation. 

Mr. Broveu. Mr. Chairman, my answer is just the converse. I 
would say this to you: The presence in American industry of stock- 
option incentives—and I am sure it is over 500 companies and maybe 
it is 5,000; I do not know how many; a very high percentage of all 
American industry have stock-option plans—the presence of incentives 
of that kind, which do nothing except to improve the productivity of 
what you have to work with in a given company, is one of the most 
effective ways of deterring inflation, because it does improve produc- 
tivity from the facilities that you have. 

Also, there is a great pull to try to get additional facilities to m- 
crease production, and all the way along the line. In other words, it 
is a very effective device, incentive device, to get the best out of people 
who are managing the corporations of this country. 

Senator Keravuver. Mr. Blough, I do not want to argue the point, 
but Mr. Hood particularly said that the increase in wages to the work- 
ers was inflationary. Of course, the workers would argue that is an 
incentive to them to do better work and to cut down man-hours and 
increase productivity. So, can you not make the same argument the 
other way around; that salary increases through the stock-option pro- 
gram, while it is an incentive, is also inflationary ? 

Mr. Buoven. I think, Mr. Chairman, that you could make that 
argument to this degree: To three-tenths of 1 percent of our total 
employment cost in relation to the increase that has occurred in that 
three-tenths of 1 percent. You could make that kind of an argument. 
But I again point out to you that increasing employment costs is not 
possible in a single segment or, let us say, an isolated segment, how- 
ever large it is, in a given company, and you have got to keep things 
in relationship. And, finally, I point out to you what I said earlier; 
that the salaries of the positions with which you are now occupied 
have not changed in the last 5 years. I am talking about the three 
gentlemen here at the table, Mr. Hood, Mr. Tyson, and myself. 

Senator Keravver. Mr. Blough, let me make it clear; of course, 1 
percent, or whatever it is that your salary represents, one-half per- 
cent—— 

; Mr. Brover. One-tenth of 1 percent, and that is for 50 people, not 
or me. 

Senator Kerauver. That may not be a very large amount, but I 
have always noticed that, if by any chance I got a salary increase, 
the people around working for me in my office, whether I was prac- 
ticing law or as a United States Senator, felt that they ought to have 
something, too. So it is the example that you set to the workers that 
has the effect. 

Mr. Broveu. If you are suggesting, Mr. Chairman, that Mr. Hood, 
Mr. Tyson, and myself, not having had a salary change in this job 
position for 5 years, whereas other people below us have had, that it 
Is time for a change so far as we are concerned, why, I do not know, 
but it is something to consider. 

Senator Kreravuver. Mr. Blough, what did you make in 1951? 

Mr. Buioven. I made very little. I have forgotten what it was. 
AsI said, I was talking about the job position. 
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Senator Kerauver. I know. But when you became chairman of 
the board, what did you make? 

Mr. Biouen. When I became chairman of the board, I was making 
the same pay that I am making now. 

1 Benatar AUVER. But you did not have the stock at that time, 
ou 
r. Buouex. Did not have what? 

Senator Kerauver. You did not have the stock option. 

Mr. Biovueu. I received my first stock option in 1951, sir. 

Senator Keravver. The workers know the value of the stock. They 
know it has increased. 

Mr. Buioveu. That is right. And, Mr. Chairman, may I suggest 
along that line that this year the stockholders of United States Steel 

. at our recommendation, our suggestion, adopted what we call 
a—I will call it a savings plan. 

That savings plan, Mr. Chairman, goes to all salaried employees 
of United States Steel, and I have forgotten whether these figures 
have been published or not, but for your information I will tell you 
that, as I recall it, there are something around 35,000 employees in 
that plan, and that plan does provide for those employees to acquire 
United States Steel stock. 

I think it will be very beneficial to the corporation, and I think, I 
hope—if it is beneficial to the corporation, I know it will be equally 
beneficial to those 35,000 salaried employees. 

Senator Keravuver. I congratulate you on that. You mean that is 
35,000 salaried employees ? 

Mr. Buioven. That is correct. 

Senator Keravuver. That is not the production workers, not the 
steelworkers union, is it? 

Mr. Buoven. If you are getting at the fact, if you are under the 
apprehension that we did not offer it to the steelworkers union, I can 
only say that we did, and it was turned down because they wanted 
what we call supplemental unemployment benefits. 

We think this plan is a much better plan from the standpoint of 
the employees than the supplemental unemployment benefit plan, 
But, after all, the employees are entitled to their own representation, 
and that is what they chose. 

Senator Krravuver. Is the same information you presented here 
for yourself available for Mr. Sentner, Mr. Hood, Mr. Tyson, and 
these other gentlemen ? 

Mr. Brovenr. We will make it available to you, sir. It is not here 
today. 

reabep Keravver. While of course it is a very large salary from 
the viewpoint of us down here, I have noticed that the salaries of 
some of the officials of other companies, as an example, Bethlehem, 
are considerably larger than yours. But that is something we will go 
into at a later time. 

Mr. Buouen. Maybe they are better men than we are, Mr. Chair- 
man. 

Senator Kerauver. But they do not have a stock option plan. 

Mr. Buiovan. I am not acquainted with that. 

Senator Kerauver. May I ask you gentlemen if it would be con- 
venient, if we have permission to sit this afternoon, that we resume 
at 1 o’clock, and finish shortly thereafter ? 
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Mr. Biovuen. If we can sit at 1 o’clock and finish shortly thereafter, 
I would be glad to do it. 

Senator AUVER. We stand in recess until 1 o’clock. 

(Whereupon, at 10:45 a. m., the subcommittee recessed, to recon- 
vene at 1 p. m., of the same day.) 


AFTERNOON SESSION 


Senator Keravuver. The committee will come to order. 

The staff has prepared from the table of the American Iron and 
Steel Institute, which was put in the record, the percentage of ship- 
ments of various and sundry products by the 4 largest companies for 
the years 1955, 1956, and the first 6 months of 1957. It divides the 
products into two groups. First are those where the share of pro- 
duction of the 4 largest companies between those years changed by 
2 percentage points, or less. That is, for instance, in bars—cold finish, 
in 1955 the 4 largest companies had 66.6; in 1956, 67.5; and 67.3 in the 
first 6 months of 1957. 

Second are those products with a change : from 2 to less than 4 per- 
cent. For instance, cold-rolled sheets, 56.7 for 1955, 54.3 for TOR, 
53.9 for the first 6 months of 1957, 

This will be made a part of the record. 

(The tabulation referred to is as follows:) 


Distribution of products by degree of change in concentration ratio (4 largest), 
1955, 1956, 1957 (1st 6 months) 


PRODUCTS WITH CHANGES OF 2 PERCENTAGE POINTS OR LESS 


Concentration ratio 


Product 
1957 (ist 6 
months) 


>. . 
Structural shapes 

Electrical sheets and stri 
Bal standard, over 60 lbs 


Steel piling 

Sheets, all other coated -.-- 
Bars, cold finished 

Tool steel. 

Standard pipe 

Oil-country goods... - 
Wire, drawn. 

Ww ire, nails and staples__- watt 


— 
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PRODUCTS WITH CHANGES OF FROM 2 TO LESS THAN 4 PERCENTAGE POINTS 


76.1 


67.0 
Bars, iy reid a light shapes) 71.6 
Bars, reinforcin: 

Line’ pipe 

Mechanical tubing.......... a 
Pressure tubing... -._----- 

Wire, woven wire fence 

Black plate 

Tinplate and terneplate, hot dipped 
Tinplate, electrolytic F 
Sheets, cold rolled 

Sheets, galvanized 
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Senator Keravuver. It struck me as rather interesting that when the 
production went down, the relative ratio of the four largest com- 
panies did not change. When the production went up, the relative 
ratio did not change; that is, there was about the same division of 
the market all during those 21% years. 

Do you have any comment on that, Mr. Blough? 

Mr. Buoveu. Other than that I would expect the relationships of 
operating rates and finishing capacity to reasonably well correspond 
through various rates of operation. 

Of course, not having had an opportunity to examine this data, 
other than that I have no comment. 

Senator Keravuver. Of course, an agreement sharing the market 
is just as illegal as an agreement to fix prices. There have not been 
i, Sennen along that line? It has just worked out that way? 

r. BLroven. Certainly so far as we are concerned, that is 100 per- 
eent right. 

Senator Keravver. To me, it is interesting and rather strange that 
the percentages of the Big Four are substantially the same on these 
important items, regardless of whether the production goes up or 
production overall goes down. 

There has been a good deal said about depreciation—and we will 
probably at a later time have a separate hearing about depreciation 
as it affects monopoly and concentration and administered prices— 
but the American Institute of Accountants has made some findings 
and recommendations in connection with depreciation, which I think 
should be printed in the record at this appropriate place. 

Noe document referred to may be found in the appendix on p. 
1327.) 

Mr. Buroven. Mr. Chairman, if that is done, then I request that 
the statement which was submitted this morning, Mr. Fairless’ state- 
ment in the American Iron and Steel Institute, also be included in 
the record, because that deals with the same subject matter. 

Senator Keravuver. That was put in the record, Mr. Blough. 

Mr. Buioveu. It was included in the exhibits of the committee. I 
was trying to keep your record from getting unwieldy. 

Senator Keravuver. The excerpt from the institute, I think, is only 
three pages. Could we print the subject matter of Mr. Fairless’ 
paper in the record without all these charts? 

fr. Biroven. I think you will find, if you examine the document, 
it is necessary to have the charts, which are not many, to understand 
the document. 

Senator Keravuver. Very well. We will let both of them be put in 
the record, one following the other. 

(The statement referred to may be found in the appendix on p. 
1148. 

eo! Kerravuver. Mr. Dixon, our counsel, has some exhibits and 
explanations to make in connection with the steel industry, and cer- 
tain decisions of the Supreme Court and orders of the Federal Trade 
Commission. 

Mr. Dixon? 

Mr. Drxon. Mr. Chairman, I think there should be made part of 
the record the decision by the Supreme Court in the case of the United 
States v. United States Steel Corporation. It is found in volume 251 
U. S. at page 417. I think it should be put in the record in its 
entirety. 
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Senator Keravuver. Without objection, it will be putin the record. 
(The decision referred to may be found in the appendix on p. 1176.) 

Mr. Drxon. I would like, for clarification, to make a comment 
on this case. 

This case involved an attempt by the Government to break up the 
then United States Steel Corp. for violation of section 2 of the Sher- 
man Act. The case was obviously very extensively contested, and 
extended over a period before the Court. t 

It was argued originally in March of 1917. It was reargued in 
May of 1917. It was reargued in October of 1919, and finally decided 
in 1920. 

There were some pertinent points to the case which I would like 
to make reference to. 

I think, in essence, the court held that United States Steel at that 
time was not such an industrial combination as to be objectionable to 
the antitrust law, and that an industrial combination short of a mo- 
nopoly is not objectionable under the act. 

t was held that merely because United States Steel had capital 
and the power to restrain competition, unless it was proven that it 
had been exerted, there was no reason to dissolve the corporation. 

As to the fact that competitors voluntarily followed the price of 
United States Steel, the Court held that that did not establish an 
unlawful restraint. 

The Court pointed out, I believe, that the Sherman Act did not 
compel competition. The Court also held that, even admitting that 
the United States Steel Corp. was in its ~“ a combination of com- 
peting companies actuated for an unlawful purpose, it had been 
proved in this case that that purpose had been discontinued prior to 
the time that the suit was instituted; and although the corporation 
may perhaps at one time have been engaged in an unlawful purpose, 
there was no basis to cause the court to dissolve United States Steel 
at the time of the decision. 

I merely made those comments, Mr. Chairman—— 

Senator Keravver. Is that a fair explanation of the case, do you 
think, Mr. Blough? 

Mr. Buiovex. I think, Mr. Chairman, that I would like to reserve 
the right to comment in writing and have it filed for the record some- 
time. 

You know how difficult it is to accept some other— 

Senator Keravuver. Very well. When you read over Mr. Dixon’s 
statement—I think he has made a fair presentation, he is certainly 
endeavoring to—you will have that right. 

Mr. Drxon. I also, Mr. Chairman, think that, in its entirety, docket 
No. 760, July 21, 1924, of the Federal Trade Commission, should be 
made a part of the record. It also includes a decree of affirmance and 
enforcement of the Federal Trade Commission’s order to cease and 
desist, October 5, 1948, by the Third Circuit Court of Appeals. 

Senator Keravuver. That will be made a part of the record. 

(The docket and decree referred to may be found in the appendix 
on P 1226.) 

enator Krrauver. Give us the date of the complaint and decision. 

Mr. Drxon. In brief, the complaint of the Federal Trade Com- 
mission—this is in 1924—the charged United States Steel with being 
i violation of both section 5 of the Federal Trade Commission 
Act, which prohibited unfair methods of competition, and of section 
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2 of the Clayton Act, which prohibited discrimination in prices. In 
essence, the complaint alleged that the United States Steel Corp. had 
effectuated and instituted and was pricing its products at that time 
based on what was referred to as a Pittsburgh-plus pricing system. 

Although some of their products were manufactured at points other 
than Pittsburgh, nevertheless, the corporation had adopted and was 
at that time charging prices for its products predicated as if the 
product had been manufactured at Pittsburgh, plus the freight 
from Pittsburgh to the customer’s location. Even though, perhaps, 
the product might have been manufactured in Chicago, for in- 
stance, and delivered in Chicago, the customer in Chicago had to pa 
a price for the product as if it had been manufactured in Pittsburgh 
and came by freight to Chicago. 

After an extensive record, the Commission found that the com- 
plaint had been sustained, and issued its order to cease and desist 
pe gga the United States Steel Corp., ordering the discontinuance 
of such a pricing practice. At that particular time, Mr. Chair- 
man, there was a basic weakness in both the Federal Trade Com- 
mission Act and in the Clayton Act. The Clayton Act weakness 
has never been changed by Congress. The weakness was that the 
orders of the Federal Trade Commission never became final unless 
they were reviewed by a court and the court made it—“it” meaning 
the order of the Commission—its order. 

Ultimately, I believe, when the Wheeler-Lea amendment was 
passed, the orders of the Federal Trade Commission were made final 
unless they were appealed within 60 days after the order was issued, 
and I assume, based upon that, the steel corporation petitioned for 
review of that order, I believe, in 1938. 

This order eventually was affirmed by the Third Circuit Court of 
Appeals, as I pointed out, on October 5, 1948, and was practically 
1-year after the Federal Trade Commission ultimately brought 
another complaint against United States Steel and approximately 
100 other producers, charging them with being engaged in price 
fixing. 

The complaint, finding, and order should be included in the record. 
It is docket No. 5508 of the Federal Trade Commission. 

Senator Keravver. That will be made a part of the record with 
the order of the Commission. 

(The complaint, finding, and order referred to will be found in the 
appendix on p. 1296.) 

Mr. Drxon. This complaint charged these manufacturers, operat- 
ing through the American Iron:and Steel Institute, with conspirmg in 
and among themselves: with having perpetrated, fostered, and uti- 
lized a formula method of pricing steel, which caused prices to be 
identically quoted in bids to the Government and throughout the 
United States at any location. In effect, the complaint outlined the 
pricing method, or formula, as consisting of three basic legs, I might 
call it. 

- Jt was alleged that certain localities in the United States had 
heen designated as base, and at those points certain products were 
designated as base products and a price was quoted. A basing-point 
price was quoted at these bases. To this price was added an arbitrary 
freight rate, which, it was alleged in the complaint, had been adopted 
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through the utilization of the institute, and which did not reflect true 
freight, but was utilized to determine the freight factor to be added 
to the base price to any point in the United States. 

Also, to that was added what was denoted as “extras” or “deduc- 
tions.” In other words, price, at any location in the United States, 
was arrived at by adding to base price an arbitrary freight rate plus 
any extra charge if indicated by the specifications. 

That complaint was filed in 1947. It was amended late in 1947, 
and it was contested. You will remember, I believe, Mr. Blough said 
that, subsequent to the cement decision, United States Steel changed 
its pricing method. It was subsequent, also, to this complaint which 
had been issued in 1947. I believe I should correct myself. He said 
they changed their method of pricing again in 1948. 

Gemtor Keravver. Mr. Blough was counsel for United States Steel, 
weren’t you, Mr. Blough? 

Mr. Bioueu. Excuse me; Governor Miller was general counsel at 
that time. 

Mr. Drxon. A voluminous record was taken in that case and, after 
the Commission had rested its case, negotiations were entered into be- 
tween the Commission Counsel with the representatives of the steel 
companies which ultimately resulted in a cease-and-desist order dated 
September 5, 1951. 

r. Chairman, after that cease-and-desist order, it is my under- 
standing that the steel companies then changed their method of pric- 
ing to where they actually established a base price at all of their 
production points where steel was manufactured, and offered to sell 
at an f. 0. b. price. Prior to this complaint, as alleged in the complaint 
itself, all production points were not basing points. After the com- 
plaint, it is my understanding that all production points have been 
made basing points. Prior to the complaint it is also my under- 
standing that respondents refused to sell f. 0. b. production points. 
After the cease-and-desist order, it is my understanding that respond- 
ents have offered to sell at these points. 

Mr. Chairman, I merely leave the subject by stating that as you 
know, we propose to call the representatives of the Federal Trade 
Commission before the hearing is over and hear from them on their 
compliance reports that they have made pursuant to this complaint. 

But I merely point this out to you. During the trial of this case, 
as part of the evidence that was offered, there were a considerable 
number of matched bids to the Government. Those bids were in about 
the 1940 period. You will remember OPA came in in 1941 through 
1945, and it was necessary to go to 1940 to find evidence. But 
that evidence showed a considerable number of matched bids. The 
other day you introduced into the record here another example of 
matched bids, and this morning Mr. Blough offered a document in 
some explanation of that matched bid, but I merely want to point out 
to you that, under the practices that existed prior to the issuance of 
the conspiracy case against all the steel producers, there were matched 
oo After this case was settled by an order, they are still matched 

ids. 

I want to point out also, Mr. Chairman, that the order that was 
issued under this complaint merely precludes the respondents to 
cease and desist from fixing prices by conspiracy. The word 
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there is “conspiracy.” Unless evidence can be adduced to show that 
United States Steel, Bethlehem, Republic, or any two members or any 
one of these and somebody that’s not a member had agreed to fix a 

rice or matched bid, they haven’t violated this order. Nevertheless, 

r. Chairman, identical prices and matched bids still exist and I 
think that is one of the fundamental bases of this hearing. 

Senator Keravuver. Do you want to say anything about Mr. Dixon’s 
presentation now, or do you want to reserve the right to file your com- 
ments about it, Mr. Blough ? 

Mr. Bioven, I think I would prefer to file our comments later. 

Senator Keravuver. Can you tell us very briefly, with reference to 
basing-point freight rates, what is your desu y now, Mr. Blough, 
pursuant to this last consent order of the Federal Trade Commission, 
or is that contained in one of the papers you filed? If it is going to 
take you any great length of time—— 

Mr. Buoven. I would think it would take at least 3 or 4 hours a 
session for you to fully comprehend the methods of selling in the steel 
industry. I can’t say other than that. If I tried to brief it, you are 
not going to understand it. If I try to go into that, it is going to take 
a long time, and the document we filed this morning, I think, is very 
clear on the question of the identity in a few of the many bids that 
were made to some of the Government agencies. The only point I 
would make—— 

Senator Keravver. All right, Mr. Blough, we will not go into the 
detail about it at this time. Your document about the identity of the 
bids will speak for itself. You wish, and will be granted, the right 
to make any comment about Mr. Dixon’s presentation or about any of 
these orders or consent decrees that have been put in the record. 

Mr. Biovew. Thank you. 

Senator Kerauver. The other day we presented a so-called scatter 
chart for the steel industry generally, showing the profit and the rate 
of production for the steel industry as a whole. Dr. Blair, you and 
other members of the staff have prepared one for United States Steel, 
I believe. Will you present it? 

Mr. Buarr. Mr. Chairman, this is the same type of chart. 

Senator Kerauver. Let it be made a part of the record. 
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95009—58—pt. 2 14 





380 ADMINISTERED PRICES 


scatter chart for the steel industry as a whole, it can be seen that there 
is a fairly close relationship between the operating rate and the rate of 
return, that is to say, as the percent of capacity utilized increases, the 
rate of profit tends also to increase. 

Just again for the record, the coefficient of correlation here is 0.88 
as contrasted to 0.91 for the steel industry as a whole. 

I believe that the most interesting facet of this chart, aside from 
the fairly close relationship between operating rate and rate of return 
which it depicts, is the profit rate showing for the first 6 months of 
1957 which is, as can be seen here, practically off the chart. 

Senator Keravver. That is about 16? 

Mr. Buarr. Profits in the first 6 months of 1957 were running at 
an annual rate of 16.4 percent on stockholders’ investment after taxes. 
This does not mean that that operating rate will necessarily obtain 
the rest of the year. It merely means that, at the operating rate 
which prevailed in the first 6 months of the year, the profit ratio was 
on an annual basis of 16.4 percent. The deviation of the profit rate 
from the regression line is more extreme for 1957 than for any other 
year which is depicted on the chart. The company in the first 6 
months of 1957 had an operating rate of around 92 percent. At an 
operating rate of around 92 percent the historical relationship between 
operating rate and rate of profit, as shown by the regression line, 
would indicate a profit rate of from 11 percent to just under 12 per- 
cent. Instead, the profit rate is 16.4 percent. The profit rate in the 
first half of 1957 is higher than that attained in years when the op- 
erating rate was greater, that is to say, the United States Steel Corp. 
was operating at a higher rate of capacity in 1953, 1947, 1948, and 
1950, and yet in all of those years the profit rate was somewhat below 
the regression line and substantially below the showing for the first 6 
months of 1957. 

Senator Keravuver. Can you draw a line there for the steel industry, 
generally ? 

Mr. Buatr. A rough comparison of this chart with the one which I 
presented on Saturday, indicates that the rate of profit at maximum 
operations is somewhat lower for United States Steel than it is for the 
industry as a whole, and even lower for the industry as a whole ex- 
cluding United States Steel. 

The value of a chart presentation of this type, Mr. Chairman, is that 
it makes possible a comparison of profit rates in any given year, not 
merely with what the profit rates were for previous years, but with 
what the historical relationship would indicate the profits for that 
year would be at the operating rate prevailing in that year. That is 
to say, in 1957 it would be anticipated on the basis of the historical 
relationship, as I have said before, that, with an operating rate of 90 
percent, the rate of return would be somewhat under 12 percent. In- 
stead, as we see here, it is 16.4 percent. 

Senator Kreravver. I think we understand that chart. 

Mr. Buarr. I might add, Senator, that, at a profit rate of 16.4 per- 
cent on stockholders’ investment, the company would be able to pay 
off its entire investment in just over 6 years. 

Senator Krerauver. Do you wish to make any comment about the 
chart, Mr. Blough? 
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Mr. Buoven. Yes. If Dr. Blair is available for employment, we 
would like to employ him to just do what he has just finished — 
If he could do that, he would be a magician of the first order. But 
would like to make some comments about this whole idea here. The 
other day, when Dr. Blair put in his chart, he referred to the rate of 
return of the steel industry in the first half of 1957. I am now read- 
ing from a portion of the document that we inserted in the record this 
morning. ‘This is from the First National City Bank monthly letter 
of August 1957, page 89. It is referring to the income of the steel 
industry : 

Net income of the reporting steel companies in the first half year represented 
an average margin of 7.9 cents per dollar of sales and other revenues, the same 
as in the first half of 1956. 

I am giving you the results from this First National City Bank 
monthly letter of 35 iron and steel producers. I believe Dr. Blair 
referred the other day to 34. This is 35. Whether the composition 
is exactly the same, I don’t know, but the point I make is that, ac- 
cording to the First National City letter, the rate of return on sales 
for the first half of 1956 and the first half of 1957 for the industry is 
the same. Now, it isn’t the same for United States Steel. The first 
half of 1956 we earned 9.2 percent and in the first half of 1957 we 
earned 9.9 percent. 

If Dr. Blair would permit me to say so, I would say that any re- 
gression line that is based on the assumption that a given business unit 
should always maintain its precise point of profit return in this 
dynamic economy of ours. I en we do away with regression lines 


because that would not be a competitive situation. We have improved 


our position the first half of this year and we have done it competi- 
tively, and I would hope that we would continue to improve our 
position because that is part of the job which we are trying to do. 
Now, may I just conclude ? 

Senator Keravuver. Let me ask this, Mr. Blough. The exhibit you 
put in the record, and which we have also from the Federal Trade 
Commission, showed your rate of return on stockholders’ investment 
after taxes. The first 6 months would be 8.2 percent; is that not 
correct? You are talking about rate of return on sales. 

Mr. Buoveu. I am. 

Senator Keravuver. This chart, of course, is in terms of rate of 
return on the stockholders’ investment. 

Mr. Biovex. Now, Mr. Chairman, if you again want to go into the 
question of why the rate of return on investment in an inflationa 
period is not a proper measure of rate of return, I’d be glad to as 
Mr. Tyson to do it again. It is contained in his statement that he 
read and filed the other day, and I had hoped you understood it. 

It isn’t a proper basis, and the fact of the matter is you are match- 
ing dollars of different content, You are matching apples and pears. 
It is just as erroneous a computation as I can think of. However, 
again, that is a very long and, perhaps, to some people, involved dis- 
cussion. I thought that the simplest thing was to try to indicate to 
you the rate of return that we had made on sales in the two compar- 
able periods. Our rate of return on investment is something which 
I again point out is not, I think, worthy of consideration so far as 
attempting to do anything. 
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Now, in Dr. Backman’s document there is a statement about that, 
and why it is wrong. Mr. Tyson has pointed it out. If you want 
to stop and go into it, all right, but I do want to, before we leave this 
particular phase, I do want to point out one thing. In 1940—this is 
the steel industry now, and the source of this material is the American 
Iron & Steel Institute data, all published data—in 1940, the steel 
industry made profits, after taxes, of 8 percent. 

In 1950, the steel industry made profits, after taxes, of 8.1 percent; 
in 1951, 5.7 percent; in 1952, 5 percent; in 1953, 5.6 percent; in 1954, 
6 percent; in 1955, 7.8 percent—that was the highest rate of return 
since 1950; 1950, again, was 8.1; 1955 was 7.8. 

In 1956, the rate of return—and you will recall we had a strike 
occur in 1956 of 35 days’ duration—the rate of return in 1956 was 
7.3 percent. 

Senator Kerauver. Mr. Blough, you are talking about sales again ? 

Mr. Buoven. I am talking about the rate of return on sales for the 
steel industry. 

Mr. Buarr. May I just make two brief comments, Senator, without 
going into details? I would merely say that whatever deficiencies the 
rate of return on stockholders’ investments may have as a measure, I 
am sure most accountants, and, I believe, economists, would agree are 
equally matched, if not surpassed, by the deficiencies inherent in the 
use of the measure of rate of return on sales. 

Mr. Buioveu. Dr. Blair, I do not want my silence to infer that I 
agree, 

eM. Buarr. I realize that. I just wanted to make it clear that 
I was not accepting the idea of profit on sales as a superior measure. 

Senator Keravver. Mr. Blough, I always thought the way corpora- 
tions figured the profit they made on the year, they relate it to the 
stockholders’ investment, that is, the value of what the stockholders 
had inthecompany. Is that not so? 

Mr. Buiover. Mr. Chairman, our stockholders are now receiving 
a dividend rate which is the equivalent to approximately 4 or 4.2 
percent on the market price of our shares. Now, if that is the com- 
parison you are making, that is the relationship between the dividend 
rate which the stock is now paying and the market price of United 
States Steel’s shares. Itisa Fitile over 4 percent. 

Senator O’Manoney. On the market value? 

Mr. Bioveu. On the price at which the stock is being sold daily on 
the New York Stock Exchange. 
rye ea O’Manoney. What is the rate of profit on the par value, 
if any ? 

Mr. Bioueu. Mr. Tyson, of course, covered the proportion of our 
dividends that are being paid out, the proportion of our earnings 
that are being paid out in the form of dividends, and I think, for 
the last 7-year period, the proportion that we paid out was 53 per- 
cent—51 percent. 

Senator O’Manonry. Fifty-one percent of the par value? 

Mr. Bioveu. We paid out 51 percent of the earnings. 

Senator O’Manoney. I am not quite sure that I get the answer to 
my question. 

Mr. Brouen. The difference between 51 and 100 percent would be 
the amount of the earnings retained in the business, 
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Senator O’Manonry. I am not asking the amount of the earnings 
retained in the business. My query was prompted by your statement 
that the return to stockholders was running somewhat in excess of 4 
percent of the market value of the stock. 

Mr. Biover. The dividend; yes. 

Senator O’Manoney. Yes; the dividend. What is the dividend on 
the par value of the stock, if you have a par value? I do not own 
any United States Steel stock. I do not happen to know whether 
you have any par stock or whether you do not. 

Mr. Bioueu. May I ask Mr. Tyson to answer that question ? 

Senator O’Manoney. Certainly. 

Mr. Tyson. Senator O’Mahoney, the par value of stock for a basis 
of valuation of earnings is, in my opinion, meaningless, for the reason 

that your present stockholders may or may not have paid par for 
their stock. 

The earnings returned to them, the thing they must consider, is 
based on what they can get for their stock from someone who may 
wish to buy it. 

Furthermore, to the par value of a stock, assuming that a com- 
pany started off with just that amount, you must add all of the moneys 
that have been earned and reinvested in that business on which they 
are certainly entitled to earn money, so it is the cumulative value of 
that stock and not what might have been the par value of it 50 or more 
years ago. 

Senator O’Manoney. There are various methods of selling stock 
and issuing stock. Sometimes the stock has an actual par value. I 
am speaking of companies in general, not of United States Steel. 

Sometimes the stock has a par value but is offered to investors at a 
sum considerably above the par value. Such was the case recently, 
if I have read the papers correctly, with respect to the stock of the 
First National City Bank of New York, from which you have been 
quoting this afternoon. 

As I recall, as I read in the Wall Street Journal or the Journal of 
Commerce, the recent issue of bank stock sold by the First of Boston 
Corporation was issued at a very substantial amount above the par 
value of the stock. 

I may be mistaken as to the particular incident, but I know there 
are such instances. 

All of that has an effect upon the return which the stockholder gets, 
and the return on the par value is of some great importance, I would 
say. 

Mr. Buovenr. None at all. 

Mr. Tyson. Senator O’Mahoney, if any going company ever sold 
equity securities at its par value, it would be an absolute coincidence 
rather than any rule. A new company, a company just starting into 
business, may do just what you say. But if it ever sold it from that 
one date forward, the same type of security that it presently had out- 
standing, at what it might have on its books as par value, it would 
be an absolute coincidence. 

The par value of our stock, sir, in answer to your direct question, 
is $1624 per share. It has absolutely no relationship to the market 
value of a share of stock. 
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Senator O’Manoney. What is the market value? 

Mr. Tyson. The market value at the present, time is around $67. 
$66 to $68 is the price at which it was quoted on the New York Stock 
Exchange. 

Senator O’Manonry. Why do stock buyers now pay so much of a 
premium, figured on the par value, for the stock? 

Mr. Tyson. I must say, first, that the choice of words 

Senaton O’Manoney. I think it is something to boast about, is it 
not ¢ 

Mr. Tyson. We are not quite ready to boast yet, sir. 

The choice of your word “premium,” of course, indicates that it is 
something on top of the value they are getting, and we do not believe 
that is so. 

Senator O’Manonry. The United States Steel directors had within 
their control, or the corporation had within its control, the establish- 
ment of the par value of the stock, did they not? 

Mr. Tyson. That is correct, sir. 

Senator O’Manoney. You must have had some reason for fixing the 
par value at a particular figure. 

Mr. Tyson. There were many matters that were taken into con- 
sideration in fixing a value, for corporate purposes, designated as 
a par value. 

Senator O’Manoney. Is not the price that the buyer in the stock 
market pays for this par value of stock an indication of the value 
which the market places upon the stock ? 

Mr. Tyson. Exactly, sir. 

Senator O’Manonery. Then is it not, therefore, testimony on the 
part of the purchasers of the stock that they believe that the earnings 
of the stock are much greater than a given percentage upon the 
par value? They are satisfied with 4 percent-plus on the market 
value. 

Mr. Tyson. You may interpret it that way, sir, but I maintain that 
the present value, book value, of the stock of United States Steel 
Corp. has no relationship to its stated par value. 

Senator O’Manoney. The book value is above or below the par 
value? 

Mr. Tyson. It is considerably above. All of the earnings over the 
years that have been reinvested in more productive capacity and 
have enabled us to employ more people, has become a part of the 
value to the holders of the equity or common shares. 

Senator O’Manoney. And that proves that the United States 
Steel Corp. has been a profitable concern. 

Mr. Tyson. Fortunately, sir, for all of us, it has been. 

Senator O’Manoney. That is no criticism, you know. I do not 
mean it as a criticism. 

Mr. Tyson. I did not understand that you did. But my purpose, 
Senator, is to clarify the par value, because it is a fictitious thing 
from the standpoint of valuation. That was my sole purpose. 

Senator O’Manoney. I understand your purpose, Mr. Tyson. 

Senator Krravver. In any event, your 414 percent dividend is paid 
on the stockholder’s investment, is that not true? It is — on the 
stockholder’s investment, not on sales. That is, it is paid on income 
after taxes. 
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Mr. Buioveu. It is paid out of income. It is merely this: I was 
trying to indicate to you the relationship between the dividend that 
was ER SOG paid, and the market value of the shares. 

Senator AuvER. The yous I am trying to get at is that in 
your return to the Federal Trade Commission, you showed your 
profit rate at 8.2 percent for the first 6 months of, this year, repre- 
senting a stockholder’s investment, after taxes, which is what is 
shown there on this map. 

Your dividends are one of the factors that will come out of that 
16.4, provided you make the same rate for the rest of the year. 

Mr. Biovueu. I would like Mr. Tyson to comment on that. 

Senator Keravuver. Mr. Blough, I think that—— 

a Buioven. If you would prefer to have me comment, I would be 
ad to. 
. Senator Kerauver. I am not sure I am making myself clear. 

Mr. Bioucu. You certainly are arriving at an erroneous conclu- 
sion, if I understand you. 

Senator Keravuver. Your total income, if you do the same business 
for the rest of the year, on your stockholders’ investment, after tax 
would be 16.4 percent, regardless of what you do with it. Then out of 
that, you pay the dividends, representing 4-plus percent. That is 
what I am trying to get at. 

Mr. Bioven. Your premise is wrong. Your conclusion is wrong. 
I will try to explain it, if I may. 

On page 69 of Dr. Backman’s document entitled “Steel Prices, 
Profits, Productivity, and Wages,” is a little table. That table at- 
tempts to set forth in simple terms what happens to you in an infla- 
tionary period. If you take into account the kind of a premise which 
Dr. Blair took into account, you arrive at a return on net worth of 
15.4 percent. 

If you take into account a realistic return, you arrive at a return 
on net worth of 6.5 percent. 

That is a hypothetical illustration that I have been giving you, 
but that is not far from reality, as is indicated by the results of a study 
of four companies made by Professor Jones of Yale. 

When he allowed for the effects of inflation on the accounts of four 
companies, he found the following differences between reported profits 
and profits adjusted for the effects of inflation—that is on page 707. 

Armstrong Cork Co., the reported rate of return from 1946 to 1948 
was 10.4 percent. The adjusted, and I will say the actual rate of 
return, was 5 percent; in other words, less than half. 

The New York Telephone Co., the rate of return was 6.3 percent. 
The adjusted rate of return was 3.3 percent. 

I will not read all of these, but in that particular period of time 
that he has selected, the _rate of return was approximately half. 

In the case of United States Steel, I cannot give you a definite figure, 
but it would certainly be much less than half, because our long-range 
investment in facilities and the very definite rise in inflation costs 
brings that about. 

Senator Keravuver. Mr. Blough, I am just trying to go by what you 
yourself report to the Federal Trade Commission. Here it is, if you 
want to look at it. 
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The figures indicate a rate of return for the first 6 months of 1957 
on stockholders’ investment, after taxes, of 8.2 percent. That is your 
own report. 

Mr. Tyson. Mr. Chairman, we did not make any such report to the 
Federal Trade Commission. They may have taken our figures and 
made a calculation, but we made no report showing a return on invest- 
ment, sir. 

Senator Kerauver. You file your reports with the SEC and the 
FTC takes this from the reports that you file. 

Mr. Tyson. That is correct. But we have stopped making any com- 
parison of a rate of return on so-called stockholder investment some 
10 or 11 years ago, and we went into very great detail at that time, 
and have done it on many occasions since, in our annual reports as to 
why any such comparison was meaningless. 

And I must, for the record, say that we in United States Steel, 
in the inflationary period which we have endured for many years, 
and which I have stated on at least two occasions during these hear- 
ings, cannot accept any historical trend of a return on book invest- 
ment as indicative of the true rate of profit as displayed on Dr. 
Blair’s chart. 

Mr. Buioves. Mr. Chairman, it may be difficult to understand that 
but I think it would be fairly easy if you would be willing to refer 
to Mr. Reed’s statement, table A, which is entitled “Cost of Facility 
Replacement and Modernization.” That shows, for example—— 

nator Krerauver. Mr. Blough, you are going into depreciation. 

Mr. Biovex. All right. What you are going into with this business 
is also depreciation, and some day I am sure Mr. Tyson will be very 
happy to go into depreciation. 

Renator Keravuver. What we are going into here is that the rate 
of return on stockholders’ investment after taxes, which is the measure 
shown in the first half of 1957, is about 4 points higher than the his- 
torical relationship would indicate. 

If you don’t accept that, it is evidence presented here. 

Mr. Brovex. Mr. Chairman, may I just say one concluding thing? 

Senator Kerauver. Yes. 

Mr. Bioven. The error in relying on that kind of data comes from 
the fact that the rate of return is being computed against some book 
figures which do not represent the actual value which the stockholders 
have in those facilities. 

Senator Keravver. I thought that the accounting profession con- 
sidered that and rejected your argument, Mr. Blough, and this was 
the traditional method the accounting profession had used in figuring 
return. As to whether your business will be the same in the last 6 
months of 1957, don’t you think that might further deter the buying 
of steel so that your rate of production even might go down, with 
that high profit? That was before the last price increase. 

Mr. Brovex. Whatever happens to the rate of production during 
the last half of this year, it is not going to be determined or influenced 
by the present level of steel prices. 

Senator Kerauver. That is your opinion. 

Mr. Buioven. It is, sir. 

Senator Keravuver. But you don’t know whether the steel buyers 
would share that or not, do you? 

All right. 
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Yesterday, Mr. Blough, you furnished us a breakdown on the state- 
ment entitled “Statement Covering Additional Cost Data Requested 
by Committee.” This isn’t all that we have requested or wanted, but 
I think it is at least something on the cost. Your first chart says that 
your per hour increase for those covered under the steelworkers’ con- 
tract was 19.4 cents an hour; is that correct? 

Mr. Biovex. That’s correct. 

Senator Kerauver. And that 77.2 percent of your employees were 
covered under the steel workers’ contract; is that correct? 

Mr. Bioven. Yes. 

Senator Keravuver. And their increase was 19.4 cents an hour, ac- 
cording to your figures. Other employees representing 22.8 percent, 
I assume, not covered under the steelworkers’ contract, had an in- 
crease of 26.6 cents an hour; is that correct ? 

Mr. Bioueu. That’s correct. 

Senator Keravuver. Do these other employees represent the execu- 
tives, Mr. Blough ? 

Mr. Buioveu. Yes, that’s correct. You say “represent.” They in- 
clude them. 

Senator Kerauver. Are your executives included under the cate- 
gory of other employees? 

Mr. Bioven. That’s correct. 

Senator Kerauver. Do you automatically raise other employees 
the same, or a large percentage, as you did in this case a larger 
amount than you do your workers under the steelworkers’ contract? 

Mr. Bioven. Within certain limits we change the rates of other 
employees. Of course, if you have a member of the steelworkers’ 
union on one side of a table and a member of another union on the 
other side or an employee who is not a member of the union on the 
other side, you naturally have a problem on your hands if you don’t 
do something. 

Senator Keravuver. In other words, you raised your other em- 
ployees about 7 cents per hour more than you did those under the 
contract as shown there, and your total percent as shown here is 5.8 
percent in wage and salary increases, is that correct ? 

Mr. Biovex. That’s right. 

Senator Kerauver. Then we go over to your next table and you 
have two estimates. You have an estimate that it takes 1614 man- 
hours for a ton of finished steel. 

Mr. Broven. Yes. 

Senator Kerauver. And you have another estimate based on 19 
hours for a ton of finished steel; is that correct? 

Mr. Buroven. Yes. 

Senator Krerauver. Then on the next page you have the compari- 
son of the statement of the elements of the wage increase and you 
arrive at 21 cents an hour and according to your statement the union 
arrived at 17.91 an hour, but you did say here that the union did not 
accept this 2.8 cents effective on vacation pay and holiday pay, to- 
gether with increases to salaried employees. That is stated there, 
isn’t it? 

Mr. Buoven. I think that is my understanding, Mr. Chairman. 
I don’t think the union attempted to compute the increase for other 
salaried employees. 
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Senator Kerauver. The union estimates that the increased wage 
per hour was 16.9 cents. 

Mr. Biovex. I don’t understand that is the union’s position after 
its revisions, which are included in the record. 

I think the data which you see here of 17.91, which is about 18 
cents, is taken from the record as made the other day. 

Senator Kreravuver. No, the union said, and their statement to us is, 
that their estimate is 16.9 cents an hour. 

Mr. Bioven. Mr. Tyson can perhaps better explain that. 

Mr. Tyson. Mr. Chairman, they gave you a statement which was 
inserted in the record, and the figures that they had in their table 
added to 16.51 cents as I recall the figures from memory, and then 
they gave a long detailed dissertation including calculations, and in 
that dissertation was an additional 1.4 cents of their own admission 
that they had not included in the table. All we have done here is to 
take their 16.51 and add the 1.4 which they have in their own state- 
ment to you, and the two total 17.91. 

Senator Keravuver. You have taken a statement there of July 30 
and added 1.4 to it. 

Mr. Tyson. This is a statement, Mr. Chairman, that was put into 
the record on Saturday or Monday. 

Senator Kerauver. Also in the statement was a statement of the 
union of August 6, 1957, saying that 1.4 shouldn’t be added. 

Anyway the point is that their presentation, as I understand it, 
will be that it was a 16.9 cents per hour increase. 

Mr. Tyson. Of course, Mr. Chairman, I cannot determine how 
they made their calculations. We know what our records are. We 
know our experience with regard to these things, now, and I regret 
to say that too often our estimates are on the under side rather than 
the over side. 

Senator Keravuver. Very well; but in any event, let’s take your 
estimates and let’s take the union’s estimates. On your estimates of 
21 cents an hour, which you say is the overall wage increase, you 
figure it at 19 man-hours for a ton of steel. That comes out to $3.99 
a ton. That is your maximum figure. If you take your minimum 
figure of 16.5 man-hours multiplied by 21 cents per man-hour, that 
is $3.46. If you take the 1956 figure of 16.3 man-hours, computed 
from the American Iron and Steel Institute data on man-hours and 
shipments multiplied by 21, that is $3.42. 

Mr. Tyson. Mr. Chairman, may I say that ours do not correspond 
to the institute. We are concerned with our figures, sir, and not the 
average of the industry. 

Senator Keravuver. I would think yours would be better than the 
industry. 

Mr. oun We are integrated, I think, to a greater extent than 
the average, and we consequently would have more man-hours than 
the average. 

Senator Kerauver. Anyway we are talking about the industry here 
generally. The AISI’s figure for 1956 was 16.3 hours per ton of 
steel. 

Dr. Browne. May I correct you slightly? A later calculation 
made at noon today dropped that figure to 15.9 for 1956. 

Senator Keravuver. That would make a slight difference. The first 
half of 1957, in the American Steel Institute figures, is figured at 
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15.2 man-hours per ton of steel; or, multiplied by 21 cents per hour, 
it would be $3.19. The union’s estimate of the per hour increase is 
16.9. These figures would be 19 hours for a ton, 3.21, 16.5 hours per 
ton, 2.79, 16.3 Tusurs per ton, 2.75, 15.2 hours per ton, 2.57. In any 
event, according to your figures and to their res, there is some- 
where between $2.01 and $3.43 difference between the actual wage 
increase and the $6 per ton price increase that you put on the steel. 
(The corrected table referred to follows :) 


Comparison of estimates of cost increases per ton of finished steel resulting 
from July 1957 wage and fringe costs 





1. On basis of United States Steel’s estimate of 21 cents per hour: 
(a) At 19.0 hours per ton (United States Steel maximum) 
(6) At 16.5 hours per ton (United States Steel minimum) 
(c) At 15.9 hours per ton (1956 based on AISI) 
(d) At 15.2 hours per ton (Ist half 1957 based on AISI) 

2. On basis of union’s maximum estimate of 16,9 cents per hour: 
(a) At 19.0 hours per ton (United States Steel maximum) 
(b) At 16.5 hours per ton (United States Steel minimum) 
(c) At 15.9 hours per ton (1956 based on AISI) 
(d) At 15.2 hours per ton (Ist half 1957 based on AISI) 
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Mr. Tyson. Mr. Chairman, I pointed out during the course of the 
hearings that all of our employees engaged in our steelmaking opera- 
tions of necessity have to be paid. 

Senator Keravver. This takes in all your employees. That figure 
is all of them. 


Mr. Tyson. The union does not figure all of our supensen sir. 


Senator Kerauver. All employees, 21 cents an hour. The first 
statistic considers all of your employees. As I understand it, the 
union’s estimate is that 16.9 covers all employees engaged in steel pro- 
duction on the same basis. 

Mr. Tyson. Mr. Chairman, I regret that I cannot accept the union’s 
figures as being indicative of what our costs are. I believe that we 
are in position to know what our costs are. 

I do not believe that we have given any evidence at any time of 
giving costs that did not represent fact, and I am somewhat at a loss 
as to why the union’s calculation of our costs seems to have the weight 
that is being given to it. There is one other point I must make with 
regard to the hours which you stated as the average for the industry. 

Senator Kerauver. Just a minute, Mr. Tyson. We are not taki 
the union’s estimate of your cost. They have made no catitantaal 
the hours that go into a ton of steel, as I understand it. We are tak- 
ing your high estimate of 19 hours per ton of steel, your low estimate 
of 16.5. 

Mr. Tyson. And multiplying it by what, sir? 

Senator Kreravuver. Multiplying it by 21 cents in your case. 

Mr. Tyson. They will be the figures that are shown on our exhibits. 

Senator Keravuver. That’s right. It would be the top figure, 
but—— 

Mr. Tyson. No, it will be the bottom figure. 

Senator Krravuver. Then we are taking the American Iron and 
Steel Institute’s estimate of the number of man-hours in a ton of steel 
for 1956 and the first half of 1957, multiplying that by 21. Then we 
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are doing the same thing for the figures submitted by the union as to 
how much they thought the wage cost increase was. 

Mr. Tyson. Perhaps I misunderstood, Mr. Chairman. I thought 
that you were saying that the figures we show on schedule 2 as an in- 
crease of $3.50 on one basis and $4 per ton on the other basis are in- 
correct. If I am in error in that assumption, I apologize. 

Senator Keravver. Using your figure of 21 cents, the American 
Tron and Steel Institute figure for the first half of 1957 is 15.2 man- 
hours per ton of steel comes out $3.19, which is $2.81 less than $6, the 
increase in the price. Using the union figure, it is $3.43 less than the 
price. 

Mr. Tyson. Of course, the average for the industry, sir, is not in- 
dicative of any one company. I don’t know of any particular com- 
pany that is an average company, and it should be borne in mind 
that those companies, assuming the same product mix, who have 
different hours, different wage costs or employment costs, the com- 
pany with the lower employment costs has higher purchased goods 
costs, because the things he doesn’t produce himself he has to buy, 
whatever it may be. 

Senator Kreravuver. We are talking about man-hours. 

Mr. Tyson. That’s correct, sir, but if we produce our ore and a 
competitor buys his, we have hours in our ton of steel and he does not 
have hours in his ton of steel for the ore he buys. 

Senator Keravuver. Either taking your figures or the union’s fig- 
ures, there is a pretty substantial distance from your $6 price increase. 

Mr. Tyson. Mr. Chairman, we supplied you on July 25, I believe 
it was with an estimate of the amount of increased wage costs that 
we had per ton of steel, and at that time we said it was estimated at 
$3.50 to $4 per ton. Simultaneously we said, as we had previously 
announced, that the price of steel had gone up an average of about 
4 percent or about $6. At no time have we said that the direct costs 
were more than one of the factors that entered into the determination 
of the price increase. 

Senator Keravuver. Of course, Mr. Blough, it is somewhat difficult 
to get at precisely whether you have raised your price more than your 
increased cost and if so, by how much. It is also hard to get at the 
fact whether the other companies are justified in following along 
with your price substantially unless we do have a breakdown of unit 
costs. 

I know that you use materials like pig iron, scrap, and others. You 
have production costs and labor costs. You have se ea preg and 
interest, amortization and taxes, freight rates and whatnot, selling 


oem You know how much it is but in reer with you, you 
di e 


idn’t want to give it to us or you didn’t want to make it public even 
though we offered to group it with other companies. 

How can we ever work that out? 

Mr. Buoves. Mr. Chairman, so far as the confidential nature of our 
costs are concerned, we hope to preserve that as I stated to you on 
several occasions. Now so far as the value to you at any particular 
time—yesterday we were talking about scrap. Suppose we are op- 
erating at 90 percent. We buy scrap. Suppose we are operating at 
50 percent. Webuy noscrap. Suppose we are making high-strength 
steels. We have a certain cost. Suppose we are making more alloy. 
We have a different cost. Suppose the automobile industry is buying 
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Jess than the normal amount of tonnage, the amount of deep drawing 
quality steel would be less than we usually sell. That would have an 
effect on your cost. Suppose we have a strike, that would affect the 
cost. Suppose you have different specifications of one kind or an- 
other. at all will affect your cost. The point I am trying to make 
to you is that the idea of trying to establish a ton of steel as a typical 
ton of steel and attaching to that some importance is an idea which 
we can’t accept. 

Senator Kerauver. Mr. Blough, the figures we want and what you 
say you want to preserve we need for individual products, like hot 
rolled bars, sheets and individual products, which you, of course, must 
have in order to conduct your business, I would assume ? 

Mr. Biouex. Mr. Chairman, the point I am trying to make to you 
is that if the content of the product classification, for example sheets, 
hot or cold or any other kind that you have, those aren’t all the same. 
They vary or and you cannot draw any conclusions from that. 
It depends on what the customer is ordering. 

It depends on what the product mix is within the product classi- 
fication as well as between product classification. Besides that we 
firmly believe that it is confidential information which we do not want 
to disclose on any basis either to our competitors or to this committee 
or to any members of its staff. 

We feel that it is confidential and is not either necessary or perti- 
nent to the inquiry, although you may feel you can draw some con- 
clusions from it. We never would attempt to draw the kind of con- 
clusions that you are talking about. Let me give you another il- 
lustration. 

Suppose for the sake of discussion that we—— 

Senator Krerauver. Let me explain to you our position in the mat- 
ter. I assume that in order to run your business, on various products 
you must figure cost of scrap, your cost of raw material, your other 
materials, your labor and your other labor production expenses. You 
must figure the depreciation, your taxes, your freight, your interest, 
your selling expenses on a ton of steel, You know all that and you 
have submitted it to other Government agencies in the past. 

Mr. Bioveu. I don’t know what you are talking about now. I 
don’t believe so. 

Senator Kerrauver. You have submitted it to OPA. You have 
submitted it to the Federal Trade Commission. Maybe you haven’t 
personally but your company has. We don’t want to cause you any 
embarrassment about trade secrets, but the committee would even be 
willing to consolidate your cost figures with costs of other companies 
so that one cannot be identified with the other. But the importance 
of this, Mr. Blough, is that unless we have it, it is hard to tell pre- 
cisely just how much of the price increase was actually due to in- 
creased labor cost. It is also hard to tell whether on the basis of 
your production costs, your efficiency might not be as good as some 
of the other companies, which would in turn raise the question as to 
whether they are justified in following your price and not passing 
on their greater efficiency to the consuming public. 

Mr. Birover. Mr. Chairman, within the half hour Dr. Blair stood 
right there, looked at the chart and told all of us that what we earn, 
in other words the profits per ton—putting it in language you will 
understand—depends upon our operating rate. Now if we have a 
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90 percent operating rate, you will get one cost. If we have a 60 
percent operating rate. you will get another cost. What good is it 
going to do you to have a particular cost when you don’t know what 
the operating rate is going to be. That is one of the elements of 
judgment that I mentioned before. But I point out to you that Dr. 

lair within a half hour has made the idea of a product cost per ton 
of steel absolutely irrevelant to the whole situation. 

Senator Kerauver. Mr. Blough, we weren’t asking you, in giving 
us the cost figure, to anticipate what your operating rate is going to 
be for the rest of 1957. You might take 1956 or we might take some 
other year when we know what your operating rate was. 

Mr. Buiover. Mr. Chairman, you understand the point I am mak- 
ing is that your costs vary greatly with your operating rate. Now 
the justification or the nonjustification from a cost point of view, 
thought of alone as a factor, will depend a great deal on what you 
anticipate your operating rate is going to be. 

That must be very apparent from what Dr. Blair has told us. 

Senator Kerauver. Your operating rate in 1955 was just about the 
same as your operating rate in 1956, and the first half of 1957. 

Mr. Buoven. Mr. Chairmen our operating rate I think, as some of 


your staff knows has fluctuated very widely, very widely. 
Senator Keravver. I’m talking about throughout the year. 
Mr. Buiovenr. That’s what I’m talking about. 
Senator Keravver. I think your cost data in years where you have 
— St the same operating rate would be very useful, Mr. 
ough. 


Mr. Bioven. Mr. Chairman, we have given you the rate of return 


on sales, and Dr. Blair, as I said, has indicated differences in op- 
erating rates and differences in rate of return on sales. 

Senator Keravver. Mr. Blough, you and the officials of United 
States Steel have announced to the public that you have increased 
your price of steel because of your increased costs of production. 
Steel is so important that the public is tremendously interested in it. 
It is vested, I think you will agree, with a great public interest. The 
steelworkers’ contract has been pointed at. You have said that you 
increased the price $6 a ton because of the increased cost. Do you 
not feel that the public, or at least a member of a committee of Con- 
gress, is entitled to know just what these cost increases were ? 

Mr. Buoveu. Mr. Chairman, the price release, the announcement 
of the price release speaks for itself, and we discussed that the other 
day. We did not say that we raised our price $6, as I explained, in 
connection with the cost increase, except as it was one of the ele- 
ments in the, shall I say, total management judgment exercised. I 
think I pointed out the other day that while our employment costs 
have gone up 8.1 percent over the years during the last 17 years, our 
total costs per hour have gone up 8.8 percent. On this occasion our 
employment costs went up approximately 6 percent, and our antici- 
= total costs would approach 64% percent, as we have previously 

iscussed, which could have meant a price increase of $9 or $10. 

Now we did increase our prices 4 percent, and I explained all the 
elements that. went into that the other day I thought in some detail. 
I would be glad to try to explain the gain if it is necessary. 

Senator Keravuver. Mr. Blough, on page 3 of your statement you 
talk about these other increases, products and services. You own 
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your own coal, you own your own ore, you own your own manganese, 
don’t you? The wage increase has already been taken into considera- 
tion. According to one figure, it is $3.41. According to another, it 
is 2.81. Just what are all these other costs you are talking about # 

Mr. Burovexu. I'd be glad to explain that. We do buy some iron 
ore. The price of iron ore has gone up from July 31, 1956, to June 
80, 1957, about 37 points. The price of manganese ore during that 

riod was up 52 points. In other words, I am talking about a 1939 

ase, and the price of ore was up 37 points on that base, and the 
price of manganese was up 52. 

Senator Keravuver. From 1939 to the present time? 

Mr. Broven. Let me try to explain it again. The price of coal 
moved up so far as we are concerned on an index basis 28 points in 
this period of time. Now you can check that and you can find that 
the price of coal has gone = 

oo, Keravver. Mr. Blough, are you talking about from 1939 
to 1957 ¢ 

Mr. Bioven. I am talking about an increase which is based on the 
cost to us of these commodities. 

Senator Keravuver. Mr. Blough, we are talking about the increase 
in cost this last year that justified your $6-a-ton increase. 

Mr. Biovuen. On the index basis the coal went on our index basis 
from 284 to 312. 

Senator Kerauver. In what period of time? 

Mr. Bioveu. That is between July 31, 1956, and June 30, 1957. 
Now coke went up. We don’t buy very much coke any more. The 
deoxydizing aluminum went up. Semped went up. No; copper went 
down, I beg your pardon. Copper went down. Nickel went up. Tin 
went up. I beg your pardon, tin did not go up. Tin renndinet about 
the same. Zinc was less. 

Now, when you come to fuel oil, for example, we buy a lot of fuel 
oil, fuel oil went up quite considerably. Electricity went up very 
little. Gas, we buy gas, that went up very little. Even our water cost 
more during this time. Now when you are talking about abrasives, 
building materials, electrical goods, explosives, lubricants, lumber, 
machine parts, chemicals, paints, paper products, refractories, all of 
those things, mill rolls, molds, sulfuric acid, rail transportation, I 
think you spoke of that the other day, truck transportation was up 
only a little, barge transportation, ocean handling was up. I am 
only mentioning a few of the things which we must buy, and I 
would say that what we do, Mr. Chairman, is to purchase from others 
almost as much as our total employment costs. 

Senator Kerauver. Mr. Blough, are you trying to say that all these 
things you listed went up? 

Mr. Sree The ones that I told you went up went up. The ones 
that I told you went down went down for us. 

Senator Kreravuver. How about lumber? 

Mr. Broveu. I don’t know what I told you about lumber. I can 
check that but I was looking at lumber when I gave you the answer. 

Senator Kerauver. You said it went up. But Mr. Blough, why 
can’t you give us a breakdown of just what was your increase in the 
cost of your material in a ton of steel? You own a great deal of your 
steel, coal, coke, manganese. The freight-rate increase has come since 
your increase. The railroads might very well say that the price of 
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steel has gone up and that starts a cycle; whenever you raise your 
price, they have to raise theirs. 

Mr. Buiovex. During the period we are talking about there was 
a freight-rate increase and recently there was another freight-rate in- 
crease. Of course, the recent freight-rate increase was applied for a 
long time ago, and had no relationship to the recent increase in the 
price of steel. 

Senator Keravuver. Of course, all this would be settled if we could 
get some unit costs. 

Mr. Bioven. I have tried to explain as clearly as I can, Mr. Chair- 
man, the situation with respect to the confidential character of our 
cost data, and I have also tried to explain that the operating rate 
would have a great effect upon how much cost we might anticipate, 
I have also tried to explain that you cannot, sitting where you are, 
attempting to guess, you can’t assume that your purchased goods and 
services are going to stop going up in 1957 and 1958 if they have 
been going up at the rate in excess of your employment costs for the 
last 17 years. 

I think Mr. Tyson’s data clearly demonstrated that. 

Senator Keravver. Of course, one trouble here is that the railroads 
will probably say that the steel increase is going to cost them $23 mil- 
lion a year, that is, this present increase, so they will be going to the 
ICC and asking for another freight increase. Then you will be faced 
by a freight increase, and you will raise your prices, so I don’t know 
where it is going to stop. 

Mr. Buoveu. That gets us into Senator O’Mahoney’s subject, and 
I would be glad to go on with that any time that you feel inclined. 

Senator Kerauver. Let me ask you one more question before you 
get to Senator O’Mahoney’s subject. 

Mr. Biovuen. Yes, sir. 

Senator Keravver. I had always understood, Mr. Blough, that 
with increased production methods and technological improvements, 
the productivity of labor increases year by year. 

Mr. Buoven. Yes. 

Senator Keravuver. I know one time I was talking with a very im- 
portant man in the automobile industry. 

Mr. Biouen. Yes. 

Senator Keravuver. I think he said that over a period of time a 
man can produce by virtue of technological improvements 214 to 3 
percent more per year, per man-hour. What is your rate of techno- 
logical improvement ? 

Mr. Buovenu. Mr. Chairman, if you would care to refer to a docu- 
ment which is now in the record, entitled “Productivity in United 
States Steel,” all that data is set out in that document. Various 
methods are used to compute it on the basis of shipments, on the basis 
of output per man-hour, and so forth. There are various bases that 
have been used. I think the best that I would be able to say is be- 
tween 2 and 3 percent. Now, Mr. Conrad Cooper, I think, has spent 
as much time on productivity as anyone here, and, if you would care 
to have him discuss this matter for you, I know that he would be very 
happy to do so. 

Senator Keravver. In that connection, I think that we should put 
in the record a table at page 220 of the recent hearings of the Joint 


Economic Committee, of which Senator O’Mahoney is the chairman, 
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which shows the unit labor cost increased 28 percent from 1947 to 
1949 to 1956. 


TABLE 144.—Blast furnaces, steelworks, and rolling mills: Indexes of weighted 
production, man-hours of production workers, output per production-worker 
man-hour, production-worker payrolls, and production-worker payrolls per 
unit of output, 1919-56 

[1947~49= 100] 





Output per Production- 
Weighted | Man-hours of} production- | Production- worker 
production production worker worker payrolls 
workers man-hour payrolls per unit of 
output ! 





135. 0 
131. 
66. 
91. 
119. 
98. 
104. 
108, 
100. 
102. 
111. 
87. 


114.4 
110.8 


One or 


noone 





NCONAGCaAnoroww 





PESSSASSALASNNSSRSRRS 
SWI HOSOK CHK NBA OWNY OC 


; 
He OUKWOooOe OF OCMNK F-10060 
ACK ONK COR AMOCAKDe HW 








2 
4 
6 
.8 
-5 
0 
0 
0 
0 
22 


1 See note 1 to table 51. 

2 Production index for the war years is understated because it does not include some of the purely war 
— made in these industries during the war. The regularly published BLS employment series, 

owever, covers the special wartime activities carried on in these industries. Due to the lack of comparable- 
ness between the production index and the employment index, indexes of labor, output per man-hour, and 
unit labor requirements are not shown. 

31956 estimates by the Bureau of Labor Statistics are preliminary. Man-hours data were examined for 
the statistical effects of the 1956 work stoppages. Inasmuch as the effect on the statistical comparability 
between production and man-hours would have been less than 1 percent, no adjustment was made. 


Source: Productivity and Unit Labor Cost in Selected Manufacturing Industries, 1919-40, Department 
of Labor, Bureau of Labor Statistics, February 1942, linked at 1939 to the current series given in Man-hours 
r Unit of Output in the Basic Steel Industry 1939-55, Bulletin No. 1200, Department of Labor, Bureau of 
abor Statistics, 1956. Payrolls for the period since 1939 are derived from man-hours in col. (2) and BLS 
figures on average hourly earnings. 
Mr. Biroven. How many years would that be? 
Senator Krravuver. It took the 1947-49 average, apparently. 
Mr. Brover. And how many years, then? That would be 1950 
through 1956. Is that 7 years? 
Senator Krerauver. It would be 7 years. 
Mr. Biover. And what is the percentage? 
Senator Kreravuver. 28.3 percent. 
Mr. Bioven. You mean 4 percent a year? 
Senator Krrauver. Unit labor cost. 
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Mr. Broveu. I don’t know the basis of that data, and I can’t dis- 
cuss it with you, but Mr. Cooper could. As far as we are concerned, 
we do not have anything like a 4-percent increase in productivity. 

Senator Keravuver. No; this is unit labor cost, not productivity. 

Mr. Buovex. Cost? 

Senator Kreravuver. Then it shows that prices went up during that 
time—this is the price of finished steel—by 66 percent. 

Mr. Brioveu. Mr. Chairman, the simplest answer that I can give 

ou to that is that the income of the steel industry in 1956 and also 
in 1957, to the extent that we have it, was lower as a percent of sales 
than it was in 1950. Now, it seems to me to be perfectly clear that, 
if your return is less, the data that you are talking about cannot be 
used for the purpose of indicating that the price of steel has gone 
higher than was necessary under all the circumstances. 

Senator Krerauver. This is taken from the Department of Labor, 
Bureau of Labor Statistics. 

Mr. Bioven. Mr. Chairman, we'd be glad at a future time to com- 
ment on that data in its relationship to the problem that we are dis- 
cussing now, if you would care to have us do it. In fact, we'd like to 
comment on it, if there is any view in your mind that it has a bearing. 

Senator Kzravuver. We will put it in the record and let your com- 
ments follow. This is page 220, table 114. There is a special refer- 
ence to the industry. The following that, there is a study from the 
Department of Labor which will be put in the record, entitled “Man- 
Hour Requirements in Steel Production.” This is Bureau of Labor 
Statistics Bulletin No. 1200, December 1956. I would like to put part 
of.it in the record. This has to do with the man-hours required for 
production per ton of steel, and you can comment following that. 
(The document referred to is as follows:) 


Tas_e 3.—Indezes of production, employment, man-hours, productivity, and unit 
labor requirements in the basic steel industry, 1939-55 


[1947-49 = 100] 
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| 100. 7 100. 9 101.4 101.5 99. 8 99.3 99. 2 100. 2 100. 7 100.8 
1948... _- 106. 0 104. 8 105. 2 106. 6 101. 1 100. 8 99. 4 98.9 99. 2 100.6 
1049...... 93. 3 94.3 93.4 91.8 98.8 | 99. 9 101.6 101.2 100. 1 98. 4 
1950... -- 118. 4 104. 6 104. 4 106. 9 113.2} 113.4 110.8 88. 3 | 88. 2 90.3 
Seee.s-.8 128. 5 110.2 109. 7 115.2 116. 6 117.1 111.5 85.8 85. 4 89.6 
1952...-.- 113.4 97.8 95. 3 97.8 116.0 119.0 116.0 86. 1 84.0 86.2 
1953 _. 133. 4 111.9 109. 6 114.0 119.2 121.7 117.0 83.9 82. 2 85.5 
CC —— 107.0 99. 5 96. 5 93. 9 107.5 110.9 114.0 93. 0 90. 2 87.8 
FEB a ccon- 141.0 108. 8 75.7 78.7 
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1 Production index for the war years is understated because it includes some of the strictly war products 
made in these industries during the war. The regularly published BLS employment series, however, covers 
the special wartime activities carried on in these industries. Owing to the lack of comparability between 
the production index and the employment index, indexes of labor, output per man-hour, and unit labor 
requirements are not shown. 
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TABLE 4.—Indezes of production, employment, man-hours, productivity, and unit 
labor requirements in the basic steel industry, 1919-89 


[1947-49=100] 
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Source: Productivity and Unit Labor Cost in Selected Manufacturing Industries, 1919-40, U. 8. Depart” 


— of on Bureau of Labor Statistics, February 1942, linked to the current series in 1939. (See footnote 
1, table 1. 


Mr. BuoueH. May I again say as I said before, that the increase in 
productivity comes from investment in new facilities. It is just a 


oint which I would not like to have overlooked in the whole situation. 
hat is the important thing. 

Senator Kerauver. More advanced automation and more modern 
facilities? 

Mr. Buoucn. It comes from modernizing facilities; it comes from 
new facilities. It comes from improved facilities; I mean improved 
in the sense of new design. But it does come primarily, and anyone 
who thinks otherwise—well, I will just say I am sure it comes pri- 
marily from the investment of savings. That is where you get your 
real improvement in living standards of this country, and that is 
pire we have got to look, in part, for the answer to this whole 

roblem. 
- Senator Krerauver. Labor does become more efficient, does it not? 

Mr. Bioveu. Mr. Chairman, we have the highest regard for our 
employees. The employees, I think, do change their skills, and their 
skills are constantly improving, and I am quite sure that I would 
want the record to show that I have the greatest respect for the skills 
of our employees. They do become more skillful. The important 
thing, though, is to realize that, when you put in some new equipment, 
you are helping those employees improve their own situation, and to 
get the new equipment you have to have savings in some form. 

Senator Kraravuver. There is not any question about that, Mr. 
Blough. Mr. Blough. do you follow the method of plowing back 
investment or your earnings in your plant? You anne $177 million 
of earnings back into your plant last year to get better equipment 
and things of that sort, did you not? 
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Mr. Bioven. Yes, Mr. Chairman; and while we are on that subject, 
I would like to offer for the record several pages from Dr. Backman’s 
statement entitled “Steel Prices, Profits, Productivity, and Wages,” 
beginning at page 78 under that roman numeral IX heading, which 
is entitled “Financing Expansion.” 

Mr. Tyson has already spoken about what United States Steel has 
done, and this will give you a good understanding of what all industry 
has done and also in particular what the steel industry has done, the 
relationship between new investments. For example, if you would 
turn to the table on page 29, there is listed there 1946, 1947, 1948, 1949, 
1950, 1951, and on through to 1956 the various sales of stocks and 
bonds of 16 steel companies. I believe that the data which Mr, 
Tyson has presented is not in this detail and therefore I refer to the 
detail here. 

The overall coverage of Mr. Tyson’s statement is a little larger and 
a little, shall I say, more conclusive. And if I recall correctly the 
total amounts for which the steel industry went for new money— 
and now I am referring to exhibit 8 in Mr. Tyson’s statement, the 
cost facts of United States Steel—was $3.766 billion, of which $1.408 
billion came out of reinvested earnings and $2.358 billion came from 
outside financing. 

Senator Krrauver. We have that for the oil industry and we will 
look this over; and such parts of it as may fit here, we will put in the 
record. 

Mr. Buioven. May I have a ruling on the offer of those few pages 
of Dr. Backman’s statement? I think it will help the record. 

Senator Kerauver. How many pages are there, Mr. Blough ? 

Mr. Buoven. There are just a few pages. I don’t think there are at 
the most more than 6 or 8 pages. It isa very short section near the end 
of this statement. 

Senator Keravuver. Very well, we will put that in the record. 

Mr Broven. Thank von. sir. 

((The chapter entitled “Financing ae ee eo as well as the rest of 
the document, Steel Prices, Profits, Productivity, and Wages, by Jules 
Backman, may be found in the appendix. ) 

Senator O’Manoney. Inasmuch as these pages are going in the 
record, I would like to clear my mind as to the meaning of a statement 
of Dr. Backman. May I ask you, Mr. Blough, to turn to page 79. 

Mr. Buioven. I will try to tell you if I can. I do not profess to be 
an expert on what Dr. Backman says. 

Senator O’Manoney. Neither do I, so we are 50-50. 

Mr. Biover. Perhaps Mr. Tyson can helpus. Page 79. 

Senator O’Manoney. Page 79, table 23. This is entitled “Sources 
of Corporate Funds, 1946-56.” 

I want to be sure that I understand just what this statement means 
so that those who are listening, who do not have a copy of Dr. Back- 
man’s statement before them, may understand. Let me say that the 
table gives an accounting for every year from 1946 to 1956, inclusive; 
and it then gives a totalization of the figures for each of these years. 

It would appear from this statement that in 1946 the total source of 
corporate funds was $18.2 billion. 

Mr. Tyson. That is correct. That was the total expenditure accord- 
ing to this table, Senator. 
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Senator O’Manoney. And in 1956 the total source of corporate 
funds, the total of the funds obtained by the corporation from all 
sources, amounted to $39 billion, is that right ¢ 

Mr. Tyson. Yes, sir. 

Senator O’Manoney. On the whole, this was a general increase from 
1946 to 1956. In 1949 the amount of funds obtained by the corpora- 
tion was only $15.6 billion. The total for the 11-year period is $315.4 
billion ; am I right ? 

Mr. Biovex. Correct. 

Senator O’Manonry. This total, disregarding the year by year 
funds, of $106.3 billion came from depreciation and amortization 
allowances, right ? 

These depreciation and amortization allowances were deductions 
which under the revenue laws were permitted to the United States 
Steel Corp. from taxes, right ? 

Mr. Tyson. Senator, this table is all American industry, not 
United States Steel Corp. 

Senator O’Manonry. There is nothing here to indicate that. 

Mr. Tyson. It is the third line heading right above it, sir, under 
“Sources of corporate funds.” 

Senator O’Manonry. Table 23: Sources of corporate funds, 1946- 
56. I misunderstood it to mean United States Steel. 

Mr. Tyson. No; it is American industries, Senator. 

Senator O’Manoney. Let me take it on that basis. It refers to all 
corporations. So the $106.3 billion of depreciation and amortization 
allowances represents the total concessions granted by the Govern- 
ment from taxation? That is a question, not a statement. 

Mr. Tyson. May I address myself to that ? 

Senator O’Manoney. Surely. I want the answer. I am trying 
to find out what this means. 

Mr. Tyson. I do not in any sense consider that a concession of the 
Government. The companies involved in American industries—— 

Senator O’Manoney. I withdraw that. It is an allowance by the 
Government ? 

Mr. Tyson. Even allowance. If I may define it my way, the 
companies—— 

Senator O’Manoney. It says allowances here. 

Mr. Tyson. They were allowed for tax purposes, correct, sir. 
I rescind my statement. But these companies, in order to get that 
allowance, had to spend their savings or somebody’s savings in the 

ast. 
, Senator O’Manoney. Of course. 

Mr. Tyson. In order to recover what was used up. 

Senator O’Manoney. Just as an ordinary householder may spend 
$20,000 for a home; and: when he is making up his tax return every 

ear—without any rapid amortization, by the way—he will deduct, 
et us say, 5 percent. Apparently there are no renters in the room. 
If there were, there would not be this laughter. 

Mr. Tyson. The depreciation which was permitted or allowed as a 
tax deduction is a recognition of the usage or wearing out of capital. 

Senator O’Manoney. Right. 

Mr. Tyson. And it is merely recovery of that capital. 
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Senator O’Manoney. Precisely. It is an allowance over a certain 
period of years designed to allow the taxpayer to accumulate by de- 
ductions from his taxes the original cost. 

Mr. Tyson. I would prefer to say in my words, that it is to permit 
him to recognize the true cost of what he is using up; but we both get 
to the same end results, sir. But that money having come back, has 
been reinvested by American industry in the tools of production. 

Senator O’Manoney. That is what I am getting at; yes. 

Mr. Tyson. So after the depreciation, there remains $209 billion to 
come from savings of one sort or another. 

Senator O’Manoney. So that the next column, “Retained profits 
and depletion allowances,” that is, both together, the allowance for 
taxation plus the retained profits, amounted during this same period 
to $95.5 billion ? 

Mr. Tyson. That is correct, or less than half of what had to be 
provided out of new sources of money. 

Senator O’Manonry. Then from external sources, the amount of 
contribution was $113.6 billion ? 

Mr. Tyson. Yes, sir; that is correct. 

Senator O’Manonry. What is the difference between the retained 
profits and depletion allowances and the total ? 

Mr. Tyson. The retained profits of $95.5 billion represent the 
savings of the companies that was reinvested, and $113.6 billion 
represents the portion of the expenditure which was obtained through 
outside sources—borrowing, issuing of new securities, and so forth 
that is, new equity securities. 

Of the total of $113.6 billion acquired in such fashion, $63.5 bil- 
lion represents what was obtained through bonds and stock issues, 
the difference of $50 billion having been obtained through mortgages, 
bank loans, and other means. 

Senator O’Manonry. This is what I have been puzzled by. The 
second column entitled “Depreciation and Amortization Allowances” 
totals $106.3 billion. The third column is entitled “Retained Profits 
and Depletion Allowances,” omitting amortization allowances. 

Mr. Tyson. The amortization, sir, is covered in the depreciation 
column. In other words, the total of $106.3 billion represents the 
depreciation and the amortization; and I assume you are thinking 
of the amortization under so-called certificates of necessity. 

Senator O’Manonery. Let me see here. If we add $106 billion to 
$95.5 billion, you get—— 

Mr. Tyson. Plus the $113 billion, Senator, gives you the total of 
$315 billion. 

Senator O’Manonry. That is the contribution received from all 
depletion and all retained earnings, is that right ? 

fr. Tyson. The $95 billion is what came out of retained profits 
and depletion allowances, as it is headed here. 

Perhaps I could attempt again to summarize this, which may 
clarify it. In order to get the $315 billion of money which was ex- 
pended for properties, $106 billion was obtainable through the de- 
preciation and amortization costs. 

Senator O’Manoney. I am not making myself clear, Mr. Tyson. 
I am trying to add the second column and the third column and de- 
duct it from the first column to show that the funds obtained by 


’ 
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corporations from the combined sources of depreciation, amortiza- 
tion, retained profits, and depletion allowances amounts almost to 
two-thirds of the total corporate funds received. 

Mr. Tyson. That is correct, Senator. But the retained earnings 
is new money, whereas the depreciation money is a turnover of exist- 
ing money or existing capital. 

Banstor O’Manoney. But this means, sir, does it not, that the 
source of corporate funds is largely provided for all these corpora- 
tions by these items listed in this table and also represented on the 
chart on the opposite page—depreciation and amortization, and re- 
tained profits and depletion—and that, as we have just agreed, is 
approximately two-thirds of all the money that the corporation gets 
for its operation ? 

Mr. Tyson. That is correct. 

Senator O’Manoney. Should that contribution which is made by 
the Government be computed as a cost, as it apparently is by Dr. 
Backman ? 

Mr. Tyson. Senator O’Mahoney, if there have been any contribu- 
tions by the Government, United States Steel has not heard about 
them, because we have not gotten any of them. 

Senator O’Manoney. You have got your depreciation. 

Mr. Tyson. But that is not a contribution, sir. 

Senator O’Manoney. It is a contribution by way of a reduction of 
taxes. If the law had been differently written—— 

Mr. Tyson. Yes, if the tax law—— 

Senator O’Manonry. I know it is not cash in hand, of course. 

Mr, Tyson. Senator O’Mahoney, I would like to make a point that 
I think is extremely important. The tax laws are written to permit 
the taxpayer to recover the costs as they are defined in the tax law; 
and the wearing out of your capital properties is just as much a cost 
of doing business as is the freight rate you pay to the railroad for mov- 
ing your materials. 

Senator O’Manonry. Perhaps that is the way the tax laws ought to 
be written; but the fact of the matter is that the tax laws are written 
so as to keep the Government budget balanced, or supposedly so. 

Mr. Tyson. Unfortunately, sir 

Senator O’Manonrty. The Government seeks to obtain income to 

ay costs for the defense of the Nation and the encouragement of the 
domestis economy, which is of benefit to all of the population and to 
all of the corporations. 

Mr. Tyson. I will agree, sir, they are discriminatory. 

Senator O’Manonery. They are a burden that we have to pay for 
the great privilege of living in America and having a Nation that is 
trying to lead the world to human freedom. 

Mr. Tyson. I did not mean to be facetitious, sir; but there is one 
point further that I should make in this regard: that the best way to 
stifle not only the productive growth of this country but the potential 
of productive capacity we have is to fail to recognize the cost of the 
usage of our capital in the carrying on of that productive operation. 

Senator O’Manonery. Now, let me ask you to turn to page 69 of the 
document. This was referred to by Mr. Blough earlier in the after- 
noon. Here I find a table presented by Dr. Backman which under- 
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takes to give an illustration of the nature of the problem created by 
inflation prices. I am reading from what he says: 

Let us assume a plant cost $100,000 before the war and had a life of 20 years. 
Also assume that the reported net worth of the company on the basis of the 
book figures is $100,000 and that reported profits after taxes in 1956 totaled 
$15,400, or an apparent return of 15.4 percent on net worth based on prewar 
costs. In deriving this profit, $5,000 was deducted for depreciation. Actually, 
the plant would cost $200,000 to reproduce today and if allowance were made for 
this higher cost, there would be a doubling of depreciation charges to $10,000 
and net worth would be increased to $200,000. After allowing for this increase 
in depreciation costs, the company would have profits after taxes of $12,960, 
But this would represent a return of only 6.5 percent on the net worth at today’s 
cost of $200,000, as compared with the 15.4 percent apparent return on net worth 
based upon prewar costs. 

In the table I find under the prewar column, “Return on recorded 
net worth,” net worth $100,000; gross income $100,000; costs, other 
than depreciation, $63,000; depreciation $5,000; leaving a difference 
$32,000. Taxes (52 percent) $16,640; and profits after taxes 

15,360. 

In the second column, net worth is doubled to $200,000. Gross in- 
come remains the same. And then, curiously, costs other than depre- 
ciation remain exactly the same at $63,000. 

How can this be a realistic table showing the differences that take 
place from prewar to a period of inflation prices? 

Mr. Tyson. As Mr. Blough said, Senator O’Mahoney, this is a hypo- 
thetical case. 

Senator O’Manoney. Can you give a hypothetical case in which the 
costs are not increased ? 

Mr. Tyson. The first column is an attempt to set forth what is 
happening today when you are using equipment or property that was 
built prewar as against what is happening, from a value standpoint, 
if that prewar property were valued at today’s costs. 

Senator O’Manonry. Do I understand you to say that the cost 
figure given here is merely the cost of operating a particular plant? 

Mr. Tyson. What Dr. Backman is doing is to show what is actually 
occurring in the kinds of dollars we are using today. We are using 
63,000-— 

Senator O’Manoney. In an inflationary period, how does it happen 
that the costs other than depreciation do not increase? 

Mr. Tyson. Because this is set forth in terms of today for every- 
thing except the depreciation cost. 

In the first column, the depreciation cost is based on the cost of a 
facility installed prior to the war, the condition in which we find our- 
selves. 

The second column is the same set of circumstances, today’s opera- 
tions, but a revaluation of the property to today’s costs. 

He is merely showing that under the conditions that we operate 
now, we have $63,000 in terms of one kind of dollars, the present 
greatly devalued dollar, and $5,000 in terms of much harder dollars, 
completely uncomparable, resulting in an apple and pear situation that 
all of us have had to live with over a period of too many years. 

Senator O’Manoney. How does it come about that taxes are less 
in the latter period than in the former? 

Mr. Tyson. In the latter period? That is the situation if the higher 
cost of the use of the capital were recognized for tax purposes, which 
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it is not, sir. That is one of the reasons that the profits are not what 
they look to be, because so much of them has to be used to make up 
the depreciation deficiency that the Government does not permit in 
the determination of the taxes to be paid. 

Senator O’Manongy. Here we have from Dr. Backman, your wit- 
ness, a table which seems to me on its face to show that costs for 
particular types of plants are the same in two different periods. You 
refer to them as different dollars. But the price of the product is 
increased, nevertheless. 

Mr. Tyson. Not the price of the product, Senator O’Mahoney. 

Senator O’Manonry. If that is an explanation of why United 
States Steel has had to increase the cost per ton of its steel products, 
I am somewhat at a loss to understand this particular table. 

Mr. Tyson. Senator O’Mahoney, this is a part of his explanation 
of how inflation impairs net worth comparisons and picking 1 para- 
graph and 1 table out of the entire story, I agree with you, sir, it 
makes it difficult to comprehend. 

But in its entirety, it 1s a completely plausible—— 

Senator O’Manonzy. Of course, I had to take this up, because Mr. 
Blough called attention to this particular table. 

Mr. Tyson. I understand. 

Senator O’Manoney. He called my attention to it. 

Mr. Tyson. I hope that I may have helped to clarify it. If I have 
not, I can only suggest that if you read the entire piece, I believe it 
will be clear. 

Senator O’Manonery. I am going to try to find time to do so, Mr, 

son. 
co eer Keravuver. Senator Carroll ? 

Senator Carroxty. Senator, I am privileged to be here and to par- 
ticipate in these steel hearings. I am reading the testimony. I am 
not as thoroughly conversant with all the ramifications of economic 
theory as I might be, but a few questions do occur to me, and I wonder 
if I can have some clarification. 

I am reading now from the report of net worth of the company. 
This comes from Moody’s Industrials, and the net worth of United 
States Steel in 1947 is listed as about $1,510 million. Is that accurate? 

Mr. Tyson. Sir, I do not have those figures in front of me, but I 
assume that if it is in Moody’s, it must be correct. I do not have all 
of these annual reports, so that I cannot say whether it is or is not. 

Senator Carrot. Then I am reading from the annual report of 
United States Steel, and the net worth for 1956 is two-billion-seven- 
hundred-and-sixty-three-million-some-odd dollars. So in that 10-year 
period they have an increase of about $1.2 billion. Did this net worth 
increase as the result of the plowback of earnings and profits? 

Mr. Tyson. During this 10-year period, the increase in the net 
worth represented principally reinvested income, the excess of income 
over the dividends paid; that is correct. 

Senator Carrotu. Of course, as I understand it, the usual procedure 
is to pay out 50 percent of the net profits to the stockholders in divi- 
dends, and to plow back the balance. 

In the last year, you plowed back $177 million, I believe. 

Mr. Tyson. That is correct. 

Senator Carroti. Almost $178 million. 

Mr. Tyson. That is correct, sir. 
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Senator Carrotz. Several questions arise in my mind. Very 
frankly, I am certainly not a professional economist, and I am not try- 
ing to pit my limited knowledge against the work of a great staff that 
has worked for a great industry. 

I think Mr. Blough said that the study of price mechanisms is a 
lifetime study in itself. 

This thought occurs to me: Perhaps this is the only way of financing, 
I donot know. But it seems to me, as I look at the testimony and the 
documents which have been introduced, that several legitimate ques- 
tions can be raised. I think Senator Kefauver has put some questions 
with reference to the increase in the value of common stock. I asked 
the Legislative Reference Service to make a study for me of the 
current value of an investment of a thousand dollars in United States 
Steel common stock in 1947. With the two splits in that stock, the 
present value of that stock is about $6,000, and the dividends paid 
would amount to over $1,400. This enhancement of the value of stock 
is due to the plowback of earnings. 

Here is the thought that occurs to me for you managers of a great 
corporation : The stockholders are the owners of the corporation. The 
stockholders get dividends. But in addition to dividends, which are 
really not of the greatest importance to them, the great importance, it 
seems to me, is the increase in their equity, in their capital gains 
through the years. 

Now, with this plowback, there has been a tremendous increase in the 
net worth of United States Steel, going up $1.2 billion in that 10-year 

eriod. We brought out the same thing in our oil investigations. We 
investigated the increase in the price of crude oil. In the Humble Oil 


Co., the price increase was 35 cents a barrel. The same argument was 
made, blaming labor. They said the price rise was due to increased 
labor costs. 

But in that particular case, we had their financial statement. We 
had a copy of their income tax. And we were in the position to take 


a look at their costs. 

When we got through looking at it, we found that the increase in 
labor costs was relatively small. 

As I understand Senator Kefauver’s statement, if we had a cost 
comparison we could determine the facts in this situation. Labor says 
in this case that they are being made the scapegoat; United States 
Steel says, as I read Mr. Blough’s testimony, that he does not want 
United States Steel to be the scapegoat. 

The question, it seems to me, is: Are we going to get the information 
from which we can arrive at a fair determination and find out whether 
this action is inflationary ? 

Obviously, if the stockholders are the owners of this corporation, 
and they are receiving a 600-percent profit in 10 years, even though it 
may be determined to be a paper profit, I ask how can you say it does 
not have an inflationary effect ? 

Going back for one moment to oil, we found that a chain reaction 
was set off in a spiraling of prices throughout all of the economy. 

Mr. Chairman, as I recall the evidence, it would have a billion-dollar 
effect all over the Nation. 

The testimony given here was that the United States Steel price rise 
would cost steel consumers half a billion dollars. 
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I am perfectly aware, from Mr. Blough’s statement, that as United 
States Steel moves forward, to a new price plateau and the other steel 
companies move to the same plateau, you might begin to have a little 
competition perhaps, on the surface of that plateau. 

But how it can be said that this is not inflationary, Mr. Chairman, 
I just do not understand, and I am perfectly willing now to stand 
corrected if I have misstated anything in the record. 

Senator Kreravuver. Do you want to comment on Senator Carroll’s 
comment ¢ 

Mr. Bioveu. The only comment I would make, I realize that Sena- 
tor Carroll is a very busy man. We have been over, I think, every 
question that he has asked or every comment that he has made, and if 

ou care to have me try to comment on any specific part of it, 1 would 
be lad to do so. 

We just finished talking about the amount of invested earnings, 
Put it this way: We have just finished talking about the sources of 
corporate funds from which corporations have obtained the dollars 
which have gone into their plants. 

It is seteethinis which, again, we can review at this point if you want 
to do so, Senator Carroll. I will undertake it once more if you wish 
me to. 

Senator Carrotu. Mr. Blough, I have no desire for you to be repeti- 
tious or to delay this hearing. 

I understand, Mr. Chairman, that perhaps this will be the last day 
that these gentlemen testify. 

Senator Kerauver. I might state our program. 

We have told the steelworkers’ representatives they can come in on 
Tuesday, and we hope to have one or more other steel companies 
later on. 

Mr. Blough and these gentlemen are going to furnish certain infor- 
mation and have a chance to answer or comment on certain things 
that have been put in the record. 

It is probable that at some later date, we may ask Mr. Blough to 
come down again. But so far as I know at the present time, this will 
wind up their appearance here. 

Senator Carron, That is one of the reasons, then, Mr. Chairman, 
I would like to put a few questions, because as I have read the testi- 
mony here I have been very much interested in this issue. I know 
it is a very complex and difficult problem. 

On the one hand, you find the steelworkers saying that for every 
dollar increase they got in a raise in pay, that the United States Steel 
Corp. has raised its price $3 in revenue. That is their statement. 

Do you care to comment on their statement? I am laying sort of a 
foundation here. This is what they say. What do you have to say 
about it? 

Senator Kerauver. Senator Carroll, evidence has been introduced 
to the effect that in the steel industry generally, on the basis of the 
figures of the American Iron and Steel Institute, in the first half of 
1957, a 21 cents per hour increase which the company claims, and for 
the steel industry generally of 15.2 per man-hour, the cost increase was 
$3.19 per ton. 

On the union’s basis, it was $2.57. 

In the one case it is $2.81 under $6; in the other case $3.43 under $6. 
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Senator Carrot. That is, then, clearly in the record, and it has been 
responded to by the witnesses? 

enator Keravuver. Yes. 

Mr. Buioven. Senator Carroll, if I could just add to that, again I 
will refer to Dr. Backman’s statement, page 31, his statement entitled 
“Steel Prices, Profits, Productivity, and Wages,” the statement is in 
this particular short section which is only four pages, and perhaps 
the chairman would be willing to have those four pages placed in the 
record, which is entitled “Steel Price Increases and Wage Increases,” 

It is true, and this statement says: 

The union brief alleges that since 1945, the steel industry has increased steel 
prices $3.19 for every $1 increase in steel wages * * *. 

And I believe that is the statement to which you refer. 

Without going into all the details here or attempting to follow it 
all the way through for you, I would only just want to summarize 
one or two brief points: 

‘That the total revenues from price increases for the industry— 
I am not talking about United States Steel—for the industry, in mil- 
lions of dollars, from 1945 to 1955, is $5,338 million. 

Now, if you subtract from that $5,338 million the total increased 
cost in employment, which is $1,670 million, and I presume that is 
where the union gets the 3-for-1 argument that is made, in other 
words, the relationship between the $1,670 million for employment cost 
and the total revenues of $5,338 million, then the alleged gain, accord- 
ing to the union, is $3,667 million. 

ow, Senator Carroll, if you will notice in the next line, that the 
total profits before taxes in 1955, for the entire industry, were $1,526 
million, and therefore, if you followed the union point of view, if the 
yield from the price rise had only been equal to the rise in employ- 
ment costs, the companies would have shown a net loss of $2,141 
million. 

You realize, of course, that companies cannot operate, and this would 
be a very impossible situation, if the companies were showing a net 
loss of $2,141 million. 

And yet, those are the data beginning with 1954 and ending in 
1955, which would have resulted had you followed the union point of 
view. 

(The chapter entitled “Steel Price Increases and Wage Increases,” 
as well as the rest of the document, “Steel Prices, Profits, Productivity, 
and Wages,” may be found in the appendix. ) 

enact Carroiu. May I ask, did Dr. Backman have access to your 
costs ¢ 

Mr. Bioven. These are published data. 

Senator Carroiu. I say did Dr. Backman have access to the United 
States Steel’s costs? 

Mr. Brover. Senator Carroll, Dr. Backman used the cost data 
which are published for the steel industry by the individual companies 
in their annual report. 

Senator Carroti. Did he ever have access to the files which you 
have held to be confidential before this committee ? 

Mr. Buiovex. Oh, of course not. 

Mr. Chairman, would you be willing to have those 3 pages or 4 
pages inserted in the record at this point ? 
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Senator Kerauver. Mr. Blough, you are about to get all of Dr. 
Backman’s statement in by degrees. 

Mr. Broven. I am only trying to answer Mr. Carroll’s statement 
and I believe the record will be more explanatory if you do it. 

Senator Kerauver. We will put in such parts as we think are 
pertinent. : 

Mr. Biover. Thank you, Mr. Chairman. 

Senator Keravuver. In connection with the discussion we have had 
about what is inflationary and what is not, I just wanted to ask this 
question. 

Senator O’Mahoney has brought out the amount you plowed back 
into business to reinvest in your plant over a period of years. Last 
year you put back $178 million, or about that. 

That is on page 31. Apparently in 1955 you reinvested $222 mil- 
lion. In 1956, $178 million. That is in your annual report of 1956. 
Of course, in order to get that $178 million, you had to pay the 
Government a tax of just about the same amount, 52 percent; isn’t 
that true? 

Mr. Tyson. That’s correct. 

Senator Kerauver. So that the amount made before taxes, $178 
million, would be roughly $360 million, which you had to get out of 
prices, the prices that you sold your steel products for, and you paid 
the Government about $182 million or $183 million, and you had this 
$178 million to put back into plant. That’s correct, isn’t it? 

Mr. Tyson. That’s correct. 

Senator Kerauver. From the inflationary viewpoint, if you had 
secured more money in the traditional way, issuing bonds or stock, 
you would have had a larger percentage invested in your plant equip- 
ment. You would have had about 98 percent put into your equip- 
ment, wouldn’t you, because the Government doesn’t take 52 percent 
of what you raise by selling stock? 

Mr. Tyson. I’m not clear, Mr. Chairman, on the 98 percent; 98 
percent of what, sir? 

Senator Keravuver. I was just figuring, on a $100 bond, you would 
probably get net $98, with underwriters’ fees. 

Mr, T'yson. You mean could we have borrowed money? Yes, sir; 
we could have borrowed money, and we did borrow money, $300 mil- 
lion worth of it, in 1954, and that is included in the exhibit to my 
statement, exhibit 8. 

Senator Kreravuver. I know you borrowed money, and it is shown 
there, but my question was from the inflationary viewpoint, where you 
are trying to get money to put back in your plant, you got $178 million 
from your sales after having paid the Government 58 percent. 
Couldn’t you have reduced your prices some and borrowed more 
money on stocks and bonds and in that way you would have had money 
for investment without having to pay the Government this 52 percent 
on your income, and wouldn’t that have been less inflationary? That 
is my question. 

_Mr. Tyson. In my opinion, sir, it would not have been less infla- 
tionary. We have attempted to point out—and I have so stated in my 
statement; Mr. Blough did in his—that prices are the result and not 
the cause of the inflation. It goes into this very deep subject about 
which there has been some discussion and about which Senator 
O’Mahoney has asked questions and has asked for a statement. I 
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will touch on one phase of it only, and that is that the basic cost in 
all cost of industrial production, because it represents 75 to 80 percent 
of total costs, is the employment cost, and, as long as the employment 
cost continues to rise at a rate which far outstrips any increase in 
productivity, it is inevitable that prices have to increase. 

I also point out in my statement that, yes, for a brief period of time 
some company might be able to absorb these cost increases, but that 
gets back to Senator O’Mahoney’s point of a moment ago. The Goy- 
ernment has to have money. If they didn’t get it from us they un- 
doubtedly would have gotten it from somebody else, so I don’t know 
how that would have stopped the inflationary spiral. 

Senator Kreravuver. But, anyway, if I have made myself plain, to 
get this $178 million, you had to make about $360 million sales, and 
gross profit you had to make about $360 million, of which the Govern- 
ment took a little more than half. If you had gone into the equity 
market to get $178 million, you would have had the $178 million with- 
out having to pay the Government that amount, so that you might 
have reduced prices some to help out inflation. 

Mr. Tyson. Senator, I think I favor my view regarding inflation, 
and I can refer you again to the table that appears on page 6 of my 
statement, and I showed exactly what would happen, based on 1955, 
if there had been no increase in selling prices in 1956, and if that had 
continued into 1957 we would be right back in the red, and then we 
start all over again and start raising prices up. That is the point that 
I attempted to bring out in my statement, and I think I would prefer 
to stand on that statement. 

Senator Keravuver. All right. You did say a minute ago that over- 
all labor costs were about 70 percent, but in your statement, so far as 
United States Steel is concerned, you have it at 39.7. 

Mr. Tyson. Senator, I said throughout all industry employment 
costs represent 75 to 80 percent of all costs, because, in everything that 
we buy in our purchased goods, the seller has a substantial element of 
employment costs. 

Senator Keravuver. What is your source for that figure, sir? 

My Tyson. It is a figure that has been used by many economists. 
It has been used by the Department of Labor. It has been used by 
the National Industrial Conference Board, and is a figure that is 
generally accepted among the professional associations. 

Senator Kerauver. Will you give us the specific place where it is 
referred to, Mr. Tyson? 

Mr. Tyson. I will have to find a specific reference to it, but I have 
no hesitancy in subscribing to it and standing behind it. 

Senator Keravuver. You did not mean in that to infer that, insofar 
as United States Steel is concerned, your labor costs were 70 or 75 
percent ? 

Mr. Tyson. No; I did not; I very definitely did not say that, sir; 
not directly. Indirectly, yes. 

Senator Kreravuver. Of course, in some industries like the oil indus- 
try, labor is not a big item. In the automobile industry it is a large 
item. 

Mr. Tyson. Substantial. 

Senator Keravver. So, it varies industry by industry ? 

Mr. Tyson. It does, sir. 

Senator Keravver. Is there anything else, Senator O’Mahoney ? 
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Senator O’MAnoney. I would like to have Mr. Tyson turn to page 
11 of his statement, on cost facts of United States Steel. 

Mr. 'Tyson. Page 11, sir? 

Senator O’Manonry. Page 11. There is an exhibit there entitled 
“United States Steel Corp. Consolidated Statement of Income for 
1956.” This consists of three columns which give the following value 
in dollars of the following subjects: Products and services sold in 
1956 amounted to $4,228,900. That is 100 percent of sales. Then you 
have costs. These costs include employment costs, products and serv- 
ices bought, wear and exhaustion of facilities, interest and other costs 
on debt, income, and other taxes. These amount to $3,800,000. 

The first question I want to ask there is whether we are to under- 
stand you, on the basis of this statement, that employment costs 
amount to 70 percent? 

Mr. Tyson. Senator O’Mahoney, I said in my statement and I said 
just a moment ago that across the economy the payments to individ- 
uals as employment costs in all consolidated industry in the country 
amount to some 75 to 80 percent. 

Senator O’Manoney. What does it amount to, so far as United 
States Steel is concerned ? 

Mr. Tyson. The statement is shown right here; 39.7 percent of our 
total costs are direct employment costs, but I should point out—of 
our sales dollar, I beg your pardon, 39.7 percent of the sales dollar, 
or 43.3 percent of our total costs. But included in the products and 
services which we buy is the employment cost of all of the producers 
of those products and services. 

Senator O’Manoney. The labor cost in that is also figured in. 

Mr. Tyson. I have not said labor, sir. I have said employment 
costs, because it is everybody, whether he is classified as a,laborer or 
someone else. 

Senator O’Manoney. Here are the items of cost: Employment 
costs, products and services bought; and, of course, there is labor in 
the production of those products ¢ 

Mr. Tyson. That’s correct. 

Senator O’ManoneEy. Wear and exhaustion of facilities. 

Mr. Tyson. And the bulk of that, sir, represents labor costs taken 
all the way back to the manufacturer and the builder of the equip- 
ment. 

Senator O’Manonry. Wear and exhaustion would include labor 
costs ? 

Mr. Tyson. Yes, sir. 

Senator O’Manoney. Interest and other costs on debt. That is a 
proper cost, isn’t it? 

Mr. Tyson. That would not be a part of the labor cost, but it is a 
part of our costs of doing business, yes, sri. 

Senator O’Manoney. On income taxes, you put down costs amount- 
ing to $427 million. 

Mr. Tyson. Yes, sir. 

Senator O’Manoney. Does that mean that the cost of your income 
and other taxes is passed on to the public in the sale of your products, 
together with your costs of labor? 

Mr. Tyson. Senator O’Mahoney, I would assume that quite a sub- 
stantial portion of that amount of $400 million is used to pay em- 
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ployment costs of many people. I also know that any corporate en- 
terprise can live only on what it has left after recognizing all its costs. 

Dien O’Manoney. That’s true, there is no doubt about it. 

Mr. Tyson. And the only way, sir, that it can avoid paying taxes 
or having taxes as a cost is to not make any money. 

Senator O’Manoney. But it is clear, is it not, from this statement 
that the cost of income taxes and other taxes is passed on to the public 
as well as services because you subtract $3,380,800,000, the total of all 
these other items including income and other taxes from the total of 
your products and services sold which is $4,228,900,000, and you have 
a balance of your labor income of $348,100,000 from which are de- 
ducted the dividends on preferred stock, the dividends on common 
stock, which total $170,100,000, and the balance of this sum, that is 
deducting $170.1 million from $348.1 million leaves $178 million of 
your income which is reinvested in the business. 

I have correctly interpreted this, have I not ? 

Mr. Tyson. Yes, you have, Senator. 

Senator O’Manonry. Let me repeat that the income and other taxes 
are passed on in the cost of your product. 

Mr. Tyson. Senator, I must comment on that tax business because 
if anyone has the idea that a corporate tax, a tax on corporate income, 
is anything but a tax on the customer that purchases the product of 
that corporation, they have a mistaken idea, because there is no place 
for those to taxes to come, except out of the price the customer pays 
for the product, sir. 

Senatord O’Manoney. Certainly, I understand that, and I am just 
trying to make it clear through your testimony. There are some 
people who have that mistaken notion, but it is clear that all of the 
taxes the corporation pays are passed on to the public in the price 
the public must pay for the product. 

Mr. Tyson. That’s correct, sir, and I have my own definition of a 
corporate income tax. 

Senator O’Mauonry. I would be glad to have you put that in. 
Now, there is another question I want to ask you, however. I notice 
that these various costs are set down in the third column as a percent 
of sales. Employment costs for example, amount to 43.3 percent of 
sales, do they not ? 

Mr. Tyson. Senator O’Mahoney, in the middle column where the 
figures go from the top to the bottom, that is merely a percentage 

Senator O’Manoney. That is the percent of sales. 

Mr. Tyson. Of sales, that’s correct. 

Senator O’Manoney. So that employment costs is 39.7 percent of 
the sales. 

Mr. Tyson. Of the sales dollar, that’s correct, sir. 

Senator O’Manoney. And income taxes are 10.1 percent? 

Mr. Tyson. Of the sales dollar. 

Senator O’Manoney. All of these costs amount to 91.8 percent of 
the sales, leaving an income which consists of only 8.2. 

Mr. Tyson. That’s correct, sir. 

Senator O’Manonry. And that is 8.2 percent of the sales. 

Mr. Tyson. That’s correct. 

Senator O’Manoney. The dividends on preferred stock amount to 
six-tenths of 1 percent of sales, and the dividends on common stock 
to 3.4 percent of sales. 
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Mr. Tyson. Of sales? 

Senator O’Manoney. There is space for a third column here but 
there is no third column. I wonder what the percentages would be 
on the book value of the property of the company or upon the market 
value of the stock. Could you get those percentages for us? 

Mr. Tyson. Senator O’Mahoney, I don’t know how each individual 
element of cost—what the relationship of each element of cost to a 
market value of the stock, I don’t know how it would look first and 
I don’t know what it would prove second. 

Senator O’Manoney. Let us figure that out after we get it. Your 
dividend according to this table amounted to 4 percent of sales. I 
would like to know what those dividends amount to as a percentage of 
the book value of your properties and also as a percentage of the market 
value of all of your outstanding stock. 

Mr. Tyson. Just the dividend, sir, you are speaking of. 

Senator O’Manonry. Yes, sir. 

Mr. Tyson. Oh, I’m sorry. I thought you meant each item. 

Senator O’Manoney. Oh, no, I meant just that. 

Mr. Tyson. I can give you a quick answer to that one. 

Senator O’Manoney. Let me have it. 

Mr. Tyson. On the basis of the book value for this period of 1956, 
the dividends that were paid represented about between 7 and 7.5 
percent, around 7 percent of the book values. 

Senator O’Manonry. Between 7 and 7.5 percent ? 

Mr. Tyson. That’s correct. 

Senator O’Manoney. That will be the total for both dividends on 
preferred and common stock? 

Mr. Tyson. That’s correct. 

Senator O’Manoney. That is on book value. Could you give a 
guess on market value of the stock ? 

Mr. Tyson. It would be considerably less than that, between 4 and 
5, I would estimate. That is subject, of course, to check, but it de- 
— when you take the market value, whether you take it at Decem- 

er 31 or whether you take it today or whether you take it for some 
other time. 

Senator O’Manonry. Are you telling us that the percentage on 
the market value of the stock would be approximately the same as the 
percentage on sales? 

Mr. Tyson. Senator O’Mahoney, the market value of our stock 
today, the dividend on the market value of our stock today, is less 
than 4 percent or about 4 percent. It is about 4 percent. 

Senator O’Manoney. I think that coincides with what Mr. Blough 
said. Thank you very much. 

Mr. Tyson. Mr. Chairman, you asked about a point of reference 
for this 75 to 80 percent of the employment costs across all industry ; 
and I refer you to the Economic Report of the President, January 
1957, page 105, table D-6, the source of which is the Department. 
of Commerce and the Council of Economic Advisers. It shows that 
labor income and transfer payments in total represent 75.8 percent of 
the total personal income disbursement. 

Senator Kerauver. That is not cost; that is income, is it not? 

Mr. Tyson. The employment cost to corporate enterprise repre- 
sents income to the employees. 
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Senator Keravuver. Of course, all income eventually winds up in 
individuals’ hands. 

Mr. Tyson. That is the basic reason, sir, why we have stated that 
so long as that basic cost which underlies everything in our economy 
continues to outstrip all productivity, it is difficult to do anything 
about the other. 

Senator Kerauver. We were talking about different things. Of 
course I think we all know that all income, or practically all, eventu- 
ally winds up in somebody’s hands, does it not ? 

r. Tyson. That is the reason it is so basic to all of these costs. 

Senator Kerauver. Or rather it is supposed to wind up in some- 
body’s hands. Very well. 

Senator Carroll ? 

Senator Carrott. Mr. Chairman, in view of the questions you have 
asked, I would like to conclude by asking just 1 or 2 questions. In 
the last 10 years there has been a constant increase in production 
and an increase in the volume of sales, has there not ? 

Reading from United States Steel’s financial story, products and 
services sold in 1947 was $2,122 million, and in 1956 it was $4,228 
million. 

Mr. Tyson. That is correct, sir. 

Senator Carroti. From that, I deduce that there is an increase in 
production ? 

Mr. Tyson. There has been an increase in product produced and 
sold. 

Senator Carrott. How many price increases have there been in 
the 10-year period ? 

Mr. Tyson. I cannot give you a number, Senator Carroll, but my 
statement does contain a chart setting forth the annual changes in 
steel prices and the anual changes in our costs. I refer to the chart 
on page 14 of my statement. 

enator Carrouu. It appears in the record, nevertheless ? 

Mr. Tyson. Yes. 

Senator Carroti. There have been a number of changes within 
that period of time ? 

Mr. Tyson. There have, sir. As a matter of fact, as brought forth 
in my statement, we went through a period from 1940 to 1946 when 
everything else went up and steel prices were not permitted to go up, 
and we have been constantly in a position for the last 11 years of 
trying to catch up. 

Senator Carrott. And with the increase in production, you have 
been expanding your market. Don’t misunderstand me. We want you 
to grow. But this increase in the volume of sales brings an increase 
in profits? 

Mr. Tyson. In dollar profits. 

Senator Carroxu. That is right, in dollar profits. There has been 
constant increase or plow-back into a eae 

Mr. Tyson. Dollar profits, sir. 

Senator Carroiu. I think this is not only with reference to United 
States Steel but to the whole corporate structure. It seems to me that 
something needs to be reexamined. Certainly I am not criticizing. 
I am just saying it becomes a very, very important subject for con- 
sideration. Mr. William McChesney Martin, Jr., who is Chairman 
of the Federal Reserve System, said a day or so ago that this method 
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of corporate capital expenditure, in his opinion, is having a great 
inflationary effect upon the Nation. I do not profess to know what 
the answer is, but it is certainly a proper subject for inquiry of this 
committee. We must look at not only the antimonopoly and anti- 
trust aspect of it, but the extent to which this is causing inflation. 
I would like to say that all this testimony has been very helpful to 
me. 

Senator Keravuver. It is certainly of great importance, Senator. 

Mr. Biovuen. Senator Carroll, may I just make one small comment. 
Since 1950, when the total profits of. all corporations was $22 billion, 
in no year have the total profits of the corporations been as large as 
that; and in 1950 the profits of all corporations represented 9 percent 
of the total national income, 9 percent of the total national income. 
Last year, 1956, it was down to 6 percent of the total income. 

Senator Carrotu. The thing, Mr. Blough, which impressed me as 
I sat through the oil hearings, was that almost the same procedure 
was used in building up stockholders’ equity. Some of us made the 
comment that Rube Goldberg never invented anything as good as 
this structure, with the tremendous profits, and the increase in the 
value of stock. For example, the stock of one particular oil company 
was worth $17 a share in 1941, and after two 2-1 splits, was selling at 
a high of $136 a share in 1956. This has resulted in tremendous profits 
for the stockholders. I find this reflected again here in your plow- 
back, and the expansions which we want the growing corporations to 
have ina growing andexpanding America. 

As you move ahead with your plant expansion, you increase prices, 
and as you increase your production and your volume of sales, you 
build up our profits. It is an endless circle, it seems to me, building 
up. Some of your profits go into dividends, but the question is, 
doesen’t this result in a vast enhancement of the equity capital of the 
stockholders ? 

Mr. Buioveu. I do not want to prolong this, Mr. Senator, but I just 
make one comment ; and that is that the best way to help curb inflation 
is to increase the productive capacity of all America; and that is 
where the retained savings of a corporation go, to increase the produc- 
tive capacity. And secondly, as to the cause of inflation, certainly 
since 1950, the total dollars of all corporations, of profits, has not gone 
up. The value of those dollars has gone down. The relationship 
between the total profit and the national income has gone from 9 per- 
cent to 6 percent. I do not want to prolong this. 

Senator Carrotu. I would say, Mr. Blough, to get into that argu- 
ment, that, of course, we understand that the dollar is not as velneta 
as it was. The question again though, it seems to me, is on the issue 
of inflation. I just have this further point with reference back to the 
oil investigation. There were private power utilities coming in from 
Florida, from California, from all over the Nation, talking about this 
inflationary effect of the increase of 35 cents per barrel in the price 
of crude oil. 

Then it raises a serious question in my mind, as I see the price of 
steel moving up in this period, as to who is responsible for this infla- 
tion. I have a list before me here of the price advances of the steel 
industry down through the years. I am not an expert in this field, 

and I do not know whether labor is right or not. But when we find 
labor saying every time there is a price increase that they are made 
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the scapegoat and that the steel industry has sufficient profits so it 
could absorb the wage increase without an increase in the price to the 
consumer, then it is time to get the facts. And that is just what we 
are trying to do in this investigation. 

Mr. Cuumeris. Mr. Blough, a moment ago you said the best way 
to help inflation. You meant help curb inflation ? 

Mr. Briovex. Help curb inflation. When I say curb inflation, I 
mean curb it. 

Mr. Chairman, I do not know whether you are about to conclude. 

Senator Kerauver. While you are talking about inflation and the 
best way to curb it is to have increased production, if you and the other 
companies could operate at full capacity and have more production 
instead of 79 or 80 percent, do you think that might help? 

Mr. Biovueu. We would be glad to if somebody Would bay our steel. 
I again point out, in case you feel inclined to mention it, that the level 
of our price is not a criterion of the amount of steel that we will 
produce. 

Senator Kerauver. Maybe your price has gotten so high the con- 
suming industries cannot pay it. 

Mr. Buiovex. If you care to have me comment, Mr. Chairman, I 
would be glad to do it. I have one more document I want to put in 
the record at a convenient time. 

Senator Keravuver. Very well, Mr. Blough. What is it? 

Mr. Bioven. You recall that Senator O’Mahoney asked me, in effect, 
on 2 or 3 or more occasions, what my personal opinion was about what 
Congress could do with respect to the overall problem of inflation. 
I have here a very short document. 

I have also attached to it an excerpt from an address by George 
Meany. I have also attached to it a lead editorial from the London 
Economist of July 1957. I simply offer it for the record. 

Senator Krerauver. We will be glad to have it. It will be made 
a part of the record, Mr. Blough. 

The document referred to may be found in the appendix on p. 1037.) 

enator Krravuver. As we conclude this part of the hearing, we 
express appreciation to you gentlemen for coming here and for the 
facts and figures you have given us, and to the members of the staff, 
limited in manpower, to the very diligent and hard work that they 
have put in, in getting up such information as has been presented 
and which has been very useful. 

I made something of a summary the other day which Mr. Blough 
commented on. Since that time we have put into the record figures 
by Mr. Blough showing some decrease in the overall position of the 
United States Steel Corp. over a period of years to where it is now 
a little less than 30 percent in terms of ingot capacity. 

We have put into the record, which speaks for itself, a list of steel 
products made by the four large companies which shows their share 
of the overall market, which has remained fairly constant over the 
past 3 years. 

We have also put into the record a table showing products made by 
United States Steel and its relative share of the capacity for the vari- 
ous products. In quite a number of products United States Steel has 
more than twice the amount of the next competitor. 

We have had some discussion about profits on stockholders’ invest- 
ments after taxes, which in the first 6 months of this year for United 
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States Steel is 8.2. I believe it is about the same in the steel industry 
generally. 

Mr. Blough and his associates have insisted that profits should be 
based on sales. 

Charts have been presented, whose conclusions Mr. Blough and his 
associates do not accept, showing the traditional association between 
the rate of return and the operating rate. The rate of return is con- 
siderably higher in 1957 than the traditional relationship would 
indicate. 

We have been furnished by Mr. Blough a statement of labor costs or 
employment costs. Mr. Blough has broken this down. His statement 
speaks for itself. 

Based on the steel industry as a whole, using the figures of the 
American Iron and Steel Institute, for the first half of 1957 the cost of 
the increase based upon 21 cents an hour is $3.19. Based upon the two 
figures of the United States Steel as to hours per ton of steel, it would 
be somewhat larger. Based upon the union’s figure of 16.9, multiply- 
ing it by the first 6 months, according to the American Iron and Steel 
Institute, the cost of the increase was $2.57. Each, of course, is con- 
siderably below the $6 increase. 

Mr. Blough has given us some items of other increases. I must say 
that it is very diffieult to figure it out with any exact point of pre- 
cision as to just how much the increase in wage cost had to do with 
the $6 a ton increase unless we had a breakdown of what it cost to 
produce a ton of various kinds of steel, which information Mr. Blough 
does not wish to give the committee. 

I wish Mr. Blough would think it over. He says he does not want 
it made public, although I personally feel that when a price increase 
in steel is based upon a wage increase, the public ought to be en- 
titled to know just what the cost figures are, because it is very closely 
related to the public welfare. I wish Mr. Blough and his associates 
would think over our proposition of combining their cost figures with 
those of other companies so that we can reach some perhaps more 
definitive conclusion. 

We received a discussion of cost figures and income taxes between 
Mr. Tyson and Senator O’Mahoney. Taxes, of course, are passed on 
to purchasers of steel; and we received some very interesting informa- 
tion about the amount of the return that has been plowed back into 
the business as time has gone on. 

We have had some discussion, without coming to any conclusion, as 
to which way would be more inflationary: getting a larger amount 
from the sale of steel and pore back 48 percent of it into plant 
and equipment, or whether borrowing money where a larger percent- 
age could be plowed back. 

I have one opinion about it and Mr. Tyson expressed another opin- 
ion about it. The basic question that this committee is, of course, 
interested in is who is going to control the price of steel and other 
things that are so important to the American people: competition 
or decisions of management based on the judgment of management. 

It is very well established here that while many elements go into 
the judgment of management, the judgment of management has dic- 
tated the $6 increase. 
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Apparently that is done in quite a number of other industries. 
These are in contrast with other industries where there is no control 
over price and where price is more or less set for the producers by the 
interaction of supply and demand. We have a question of great 
importance, I think, to the Congress and the people as to whether the 
antitrust laws are adequate. 

I think this has been a very interesting session. We have learned 
a lot. We have all had a liberal education on steel, Mr. Blough. 

We will on next Tuesday hear from the United Steelworkers, and 
Thursday it is our plan to ask some of the officials of Bethelehem Steel 
to come in. 

After the other steel companies present their testimony and after 
the steelworkers present theirs, if there are some points that Mr. 
Blough and you gentlemen of United States Steel want to make, we 
will be glad to have you do so. 

Thank you very much. 

Mr. Brover. Mr. Chairman, may I just make one comment? 

Senator Keravuver. Very well, Mr. Blough. 

Mr. Bioven. The first comment is that if your summation is a 
portrayal of what we tried to present to you, I think we have failed, 
and if it is going to be the majority report for your committee, why, 
I hope there is a minority report. 

The second comment is that we hope you enjoy your holiday abroad 
which we understand you are going to take; and it has been sug- 
gested by some that one of the reasons for your going over there in- 
volved probing into the 714 percent increase in steel that has oc- 
curred in England. I hope that is not so, and I hope that you enjoy 
your holiday. 

Thank you. 

Senator Keravver. Mr. Blough, I had not heard anything about 
steel in England. I have heard there is not any competition in steel 
in England. But for your information, I am going over to join my 
family and also to attend the Inter-Parliamentary Union meeting. 

As to your comment on my summation, I have tried to discuss the 
points of evidence that have been presented here. I tried to do so 
objectively. 

Mr. Buioveu. Mr. Chairman, may I just say, without interrupting 
you, that I again bow to your seniority and am happy to give you 
the last word. 

Senator Keravuver. That is very, very generous of you, Mr. Blough. 
But I did want to make this clear to you, Mr. Blough, before you 
leave: That this record will, of course, be passed around to all mem- 
bers of this subcommittee. Every member of the subcommittee will 
have opportunity to express his opinion, his conclusion. 

I do hope that out of the sunlight of public opinion on this prob- 
lem, some good to our country may result. 

(Whereupon, at 4:20 p. m., the hearing was adjourned until Au- 
gust 20, 1957, at 9: 30 a. m.) 
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TUESDAY, AUGUST 20, 1957 


Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

‘The subcommittee met, pursuant to recess, at 9:40 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter Chumbris, counsel for minority ; 
Carlile Bolton-Smith, counsel to Senator Wiley; Philip Layton, at- 
torney; Dr. E. Wayles Browne, Jr., economist; Dr. Paul H. Banner, 
economist; and Ken Hechler, administrative aide to Senator Carroll. 

Senator Krerauver. The committee will come to order. We have 
over a period of six meetings heard from Mr. Roger Blough, chair- 
man of the board, and other officers of the United States Steel Corp. 

We want to get all the facts possible in connection with our basic 
inquiry on administered prices: whether the steel industry is an ad- 
ministered price industry and whether the prices are set by judgment 
of management rather than by competition. 

We also are interested in bringing to the attention of the Members 
of Congress and to the public the reasons why we are having an in- 
creasing spiral of price inflation and what can be done about it. 

We want to know whether administered price industries come 
within the terms of the antitrust laws, what the public policy of the 
Nation should be in connection with these efforts, of price determina- 
tion which is now evidenced in quite a number of industries. 

Our particular concern in connection with this inquiry is the $8.50 
per ton increase in steel of August 1956, and the $6 a ton increase 
which was put into effect by United States Steel and which was fol- 
lowed by all the companies after July 1 of this year, with increased 
costs, particularly employment costs, havihe been given as the reason 
for the increases. 

Particular attention has been paid to the second year of the contract 
with the United Steel Workers of America as being one of the princi- 
pal reasons, if not the principal reason, for the increase in the cost of 
steel. 

We have heard the witnesses from the United States Steel. They 
have submitted quite a number of documents. We are glad this 
morning to give the representatives of the United Steelworkers of 
America the opportunity of being heard. We have with us Dr. Otis 
Brubaker, the director of research of the United Steelworkers of 
America, AFL-CIO; Mr. Marvin Miller, the associate director of 
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research; Mr. Frank Pollara, research associate; and Miss Gene Parn- 
ham, secretary to Dr. Brubaker. 

We have a statement from Mr. David McDonald, president of the 
United Steelworkers, but Mr. McDonald advised the committee that 
because of engagements made a good while ago, he couldn’t be here 
personally today. 

Dr. Brubaker, do you wish to read Mr. McDonald’s statement? 

Dr. Brupaker. Yes, I will. 
Senator Kerauver. You may proceed in any way you wish. 








STATEMENT OF OTIS BRUBAKER, RESEARCH DIRECTOR, UNITED 
STEELWORKERS OF AMERICA, ACCOMPANIED BY MARVIN 
MILLER, ASSOCIATE RESEARCH DIRECTOR; FRANK POLLARA, 

RESEARCH ASSOCIATE; AND GENE PARNHAM, SECRETARY TO 

RESEARCH DIRECTOR 


Mr. Brusaker. President McDonald had hoped to be present this 
morning to make at least a brief statement to the subcommittee, but 
unfortunately he could not be here and he asked me if I would read to 
you this brief statement on his behalf. 







































STATEMENT OF Davip J. McDONALD, PRESIDENT, UNITED STEELWORKERS OF 
AMERICA AND VICE PRESIDENT AFL-CIO 


(Read by Mr. Brubaker) 


The United Steelworkers of America is a proud union, proud because we have 
served our 1,250,000 members and their families well; proud because we have 
brought new dignity and well-being to these men, women, and children; proud 
because we have helped to give new vigor and spirit to whole communities and 
areas. 

Our union’s accomplishments go further, however. We have served the steel, 
aluminum, metal fabricating, and other industries through the development of 
responsible collective bargaining, adherence to agreements, and cooperation 
with management’s efforts to produce in ever greater quantity products which 
have helped make our country strong and prosperous and a great force for 
peace. 

Our interest extends to the welfare of the entire Nation and the whole economy. 
We have conducted ourselves in collective bargaining mindful of our manifold 
responsibilities. We have sought progress based on facts. We have sought 
benefits which are justified by comparative studies, by the needs of our members 
and by the financial ability of the employers with whom we deal. 

We resent the repeated charges made in recent years by certain industrial 
leaders that our union has fostered inflation and has disregarded the welfare 
of the Nation. We do not like inflation. It is our members and the other 
millions of AFL-CIO members as well as other consumers who are forced to 
pay the higher prices. We carry on our collective bargaining activities mindful 
of the facts— 

(1) The steel worker is producing more and more per hour of work. 

(2) The steel companies are amassing ever greater profits, 

(3) The progress of the industry results in less people producing more 
steel. 

No amount of talk and argument can overcome these plain facts. We are 
guided in our collective bargaining policies by the certainty that increased 
productivity—that is, steel produced per hour worked by each man—justifies 
higher wages and greater benefits for the employees and exerts no inflationary 
pressure. Economic disaster would result if labor did not strive to keep up with 
this increased productivity. 

If the steel industry chooses to boost prices despite the increases in produc- 
tivity, it owes the Nation an explanation. To charge the union with being 
responsible for this situation is not consistent with the facts and figures. We are 
here to provide to the Congress such facts and understanding as we have to 
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throw complete light on the situation and to demonstrate the utter falsehood of 
the charges directed against our union by certain steel industry leaders. 

Senator Kerauver. We are glad to have heard Mr. McDonald’s 
statement. 

Mr. Brubaker, you have a 44-page statement which I have looked 
over, all of which is important, but any charts or any references to 
data that you wish to refer to without reading them into the record, or 
any footnotes, will be printed in the record as if read. 

ill you proceed in your own way, but first tell us, Mr. Brubaker, 
how long you have been associated with the United Steel Workers, 
what your position is, and what your experience has been ? 

Mr. Brupaxer. Could I ask you if it would be possible for us to 
have the entire statement inserted in the record as it is printed. Then 
I would try to proceed more informally than I could do if I was 
forced to read it? 

Senator Kreravuver. Yes, your entire statement will be printed in the 
record. Of course, anything you say orally will be printed following 
your statement. 

(The prepared statement submitted by Mr. Brubaker may be found 
following his testimony on p. 512.) 

Mr. Brupaxer. As I[ have stated I am the director of research of 
the union. I have been with the union now since 1946. During that 
time I have participated in most of the union’s activities and in most 
of its collective bargaining. 

I have made a considerable study of the industry both before and 
and during the time that I have been associated with the union. 

I hope at least that I know some of the facts relative to the industry 
and can help the committee in learning those facts, particularly as they 
are relevant to this question of price increases. 

Senator Keravuver. In other words, since 1946 you have devoted 
yourself and your studies exclusively to the problem of workers in 
the steel industry ? 

Mr. Brupsaxker. Primarily. I have tried to be a good citizen on 
the side, too, but this is my full-time work. 

Senator Keravuver. This is your full-time work. Mr. Pollara, who 
is your research associate, has been associated with you for a number 
of years, I take it ? 

Mr. Brupaker. Yes; that is true of Mr. Miller and Mr. Pollara, both. 

Senator Keravver. All right, sir. 

Mr. Brusaxer. First let me say that the United Steelworkers is 
pleased and delighted to accept the invitation of this subcommittee 
to present relevant testimony to assist the subcommittee in its examina- 
tion of the question of whether or not the steel industry “needed” to 
increase its prices in July 1957 for any reason and more particularly 
whether or not wage increases “required” any increase in steel prices. 

The question of whether or not the recent steel price increase was 
determined on a cost basis or is justifiable on any reasonable basis 
is a question which badly needs an answer based on a full review of 
the pertinent facts. Insofar as it can do so, the union will be happy 
to assist the subcommittee in securing and documenting these facts 
and in answering this question. 

The United Steelworkers is the collective bargaining representa- 
tive of about a million and a quarter workers, approximately one-half 
of whom are employed in the basic steel industry and most of the 
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remainder in a variety of industries which can be described in general 
terms as metal fabricating. The union negotiates collective bar- 
gaining agreements with well over 2,000 employers, but 25 major 
steel companies employ nearly one-half of its membership. These 25 
companies have 92 percent of the total capacity of the industry. The 
3 largest steel companies have 53.3 percent of total capacity. 

Our interest in the subject of steel prices is almost too obvious to 
require explanation. The steel industry, by reason of its size and the 
basic nature of its production, plays a key role in our national 
economy. <A healthy, expanding steel industry is a prime asset of any 
industrial nation. Because of its importance, the policies and prac- 
tices of the steel industry, whether they are in the area of prices, ca- 
pacity expansion, collective bargaining, employment, automation, or 
almost any other area, have a profound impact on all of us. 

There is a grave question of public interest raised by the industry’s 
July 1957 price increase, namely, “Is it proper to raise prices when the 
operating rate is falling and demand, though still relatively good, has 
softened significantly ?’ 

Apparently the industry believes that any time—whether demand is 
high or low, whether it is rising or falling—is a good time to raise 

rices. It has just raised its prices at a time when demand is far 
elow that of 1956 and early 1957. 

This may well mean even less production and less employment, 
In a truly competitive operation, whieh steel insists it is, it 1s custom- 
ary for competitors to cut prices when demand falls. 

This is done to stimulate consumption and, consequently, production 
and employment. The steel industry’s employment (production and 
maintenance) fell from a level of 566,000 in the 10 strike-free months 
of 1956 to 547,400 in April 1957 as the operating rate declined from 
98.6 percent for these 10 months to 89.5 percent in April—a loss of 
18,600 jobs. 

As the operating rate dropped further to about 80 percent recently, 
the number of unemployed rose further—probably to about 25,000. 
Yet the industry not only has not cut prices, but it has raised them. 
This may well suggest the question, “Has the industry chosen a 
course of restricted, though still fairly high, output at higher prices 
and more unemployment as against the other alternative of lower 
prices, more production and more employment ?” 

Certainly it is the ability of the steel industry to make such choices, 
the action of its leaders in making them, and the industry’s apparent 
freedom to raise prices at will despite the level of demand, that has 
earned it the name of an “administered price” industry. 

Senator Kerauver. Mr. Brubaker, may I ask would you rather pro- 
ceed without any questions until you have finished or do you mind 
being interrupted ? 

Mr. Brusaxker. I don’t mind being interrupted if you have ques- 
tions. I will be glad to take them as you want them. 

Our union members naturally are interested in a profitable and 
growing steel industry, not only as steelworkers but as citizens of the 
United States concerned with the need to maintain a healthy and 
expanding economy. Our union members, just as understandably, are 
interested in steel-pricing policies, not only as steelworkers, but as 
consumers who are concerned with the impact of a rising price level 
influenced by the movement of steel prices. 
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The union as you know from the prior testimony has been blamed 
in large part as the cause for the price increase which the industry 
has made recently. 

We deny the responsibility which has been tossed our way. We 
think it would be well for the committee to examine the full facts as 
to what this price increase will produce and what it was intended to 
produce. In our own opinion this price increase was designed pri- 
marily to raise the profit margins of the industry. We feel that we 
would be less than frank if we did not say so and we feel that the 
steel industry is less than frank if it does not admit that this is the 
major reason for which it raised its prices. 

The union would like to make its position clear at the outset, how- 
ever. We do not allege that a fair-profit level in the industry is 
undesirable. We are firmly convinced that a reasonable rate of return 
on invested capital is necessary in our economy in order to maintain 
its economic health. 

Further our union does not claim that the steel industry could have 
absorbed all of its increased costs of production since the end of World 
War II without raising prices at all. We do contend, however, that it 
has raised its prices far, far more than it need have done and that there 
is no excuse whatsoever for the most recent price increase. 

Now I would like to state on behalf of the union some of the con- 
clusions which have arisen from our study of the facts at the invitation 
of the subcommittee. There is one fact which stands out clearly above 
all the others set forth in our statement and it is this: 

Senator Kerauver. What page are you on now? 

Mr. Brusaker. I am going to read for you the concluding statement 
which we have made on page 39. 

The one fact which, in our opinion, stands out most clearly is this: 

The steel industry raises its prices when production is high, when it is low, 
and when it is moderate. It raises prices when supply exceeds demand, when the 
reverse is true, and when the two factors are in balance. 

It raises its prices when profits are high, when they are low, and when they 
are moderate. It raises prices when costs go up, when costs go down, and when 
costs remain stable. 

In fact, the steel industry raises its prices at any and all times, without regard 
to any one or any combination of these factors. 

The conclusion is inescapable that the steel industry raises its 
prices to maximize its profits at the highest possible level which it can 
achieve and maintain without losing its customers to other industries 
or arte calling down the full wrath of the Government and of the 

ublic. 
. Senator Keravuver. In talking about not losing steel’s customers to 
other industries, you are talking about substitute products; is that 
what you mean? 

Mr. Brupaker. Yes, sir. 

Senator Kerauver. Aluminum, plastics, and what-not? 

Mr. Brusaxer. I would say in the main, Senator, that this partic- 
ular conclusion is made in recognition of the fact that this is one of 
the claims made by the industry itself that it has to take into account 
always, in setting its prices, the possibility that it will lose customers 
to other industries. 

In the main, I would say, however, that the amount of loss which is 
potential to other industries is not large, certainly at the present time. 
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Senator Keravuver. Will you amplify that? Why do you say that 
the amount of loss that is possible is not large? 

Mr. Brusaxer. There simply are, at the present time at least, no 
substitutes for most of the steel products which are made. We still 
have not reached the stage where we can make automobile bodies out 
of aluminum. We still have not reached the stage where we can make 
oil well pipe out of any substitute product. 

You could go down the whole list of the products which are made 
from steel, and you will find that, in major part, the amount of sub- 
stitution that could occur is small. 

In addition to which, the capacities to produce of these other in- 
dustries are extremely small. Aluminum, for instance, has a total 
capacity at the present time of roughly 114 million tons. 

Now, it should be fairly obvious that if you had a complete sub- 
stitution for steel products on the part of all of this aluminum ca- 
pacity which is not already replacing some minor steel products, 
the amount of replacement would be small compared with the present 
capacity of the steel industry of one hundred thirty-three-odd million 
tons of ingots and some ninety-odd million tons of finished steel 
products. 

Senator Kerauver. Give me that again. What did you say the 
capacity for steel ingots in the industry was? 

Mr. Broupaxer. One-hundred-and-thirty-some-odd million tons. 
That is in the statement, incidentally, in one of our exhibits, I believe. 

Senator Keravuver. So, then, by this you mean the ability of alumi- 
num and any other substitute to substantially, to any large extent, re- 
place steel is not present; is that right ? 

Mr. Brupsaxer. That is right. 

If you will look on page 43, in one of the appendix tables which 
we have, table 20, at the bottom of the table there is a statement as 
to the ingot capacity of the industry as of the first of this year. The 
precise figure is 153,459,150 tons. 

Actually, the capacity of the industry at the moment is larger even 
than this figure, because, as you know, the industry is spending a lot 
of money on capacity expansion. The precise amount of expansion, 
I do not know, though it is anticipated that by the first of next year, 
we are more than halfway there now, as compared with the first of 
this year, the capacity will probably be up abet another 4 million 
tons. 

Senator Keravuver. While you are talking about aluminum, is in- 
creased aluminum production limited by the shortage of electric power 
and by bauxite? 

Mr. Brousaxer. In terms of the presently developed resources of 
bauxite, yes. 

It is possible, of course, that there are additional supplies which 
could be developed, and the aluminum producers seem to feel that 
there are substantial other supplies that could be developed. 

Certainly there is at the present time a very real limit in terms of 
the amount of electric power. In fact, the limit is so great that even 
at the present time, whenever we have something of a drought as we 
are having in parts of the country, there is not sufficient electric 
power even to operate the present capacity at full tilt. 
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So that we have layoffs now, very significant ones, which have oc- 
curred, not only because of the market for aluminum products, but 
because of the shortage of electric power. 

Senator Kerauver. Should it not also be noted that after steel had 
raised its price, aluminum raised its price, too 4 

Mr. Brupaxer. Yes. In fact, I think the claim was made that 
they raised their price exactly the same percentage amount that the 
steel industry did. 

Senator Kerauver. That is, as I understand your point, it is that 
to any substantial extent, there is no substitute for steel; that users of 
steel, such as automobiles, farm implements, railroads, construction, 
and building operations that require steel, are dependent upon steel, 
and are therefore going to have to pay the price that is fixed for steel ? 

Mr. Brupaxer. I think that conclusion is certainly appropriate; 

yes. 

, I would not contend that it would not be possible, at some time in 
the distant future, to have more substitutes for steel than is —— 
possible. I do not know what kind of technological developments 
there will be. 

But certainly within a long, long time, there could not be any sizable 
substitute for steel. 

If you have no more questions at the moment, I will turn to certain 
of the other conclusions which come from our’study. These we have 
detailed for you on pages 4 through 7 of our statement. These we 
should like to read for you so there can be no mistaking what the 
conclusions are. 

1. Steel price increases in the post-World War II period have been 
exorbitant in relation to increased costs. 

2. Steel price increases have been the most important medium for 
increasing steel profits—‘administered profits” achieved through 
‘administered prices.” 

Senator Kerauver. Do you mean by that, Dr. Brubaker, that the 
present inflation is an “administered inflation” rather than a demand 
inflation ? 

Mr. Brupaker. If you are talking about the steel industry, cer- 
tainly it is our opinion that that is true. I would be hesitant to say 
how true that is of all of the rest of the economy, because we have 
not examined the facts with relationship to all of the other industries. 

But certainly in the areas in which we deal and which we know 
well, which include such things as the steel industry, the aluminum 
industry, and a sizable portion of metal fabricating, machinery, and 
so on, this certainly is true; yes. 

And there is no question at all but what the price increases in these 
industries have contributed substantially to the inflation that we have. 

Senator Krerauver. If you say in the steel industry that the ad- 
ministered prices have resulted in administered inflation, would you 
carry that to the products which are dependent upon the use of steel 
to . substantial extent, such as farm machinery, automobiles, hard 
goods ¢ 

Mr. Brupaker. That is certainly true in some of these other areas. 
In some of the areas, certainly, these companies in the related steel- 
using industries are also able to administer their prices. 
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I think their claim with reference to their own price increases is 
somewhat similar to that which the steel industry has made, namely, 
“our costs are going up. And among those costs are the costs of 
steel, primarily, and as a result we have to raise our prices, too.” 

So I think it ought to be pointed out that an examination of their 
own figures will show the same kind of a conclusion that an examina- 
tion of the steel industry figures will, namely, that their profits are 
high, their profit margins are high, and that they are going higher 
and higher with these price increases. 

Their margins are actually being widened, their profit margins, by 
the price increases. 

ow they have hitched onto a convenient excuse for higher prices, 
namely, the increased price of steel, just as we think that the steel 
industry has hitched onto an excuse, namely, that their wage costs 
are going higher. 

Senator Keravuver. These other industries that are dependent upon 
steel should not be able to put all of their blame, or in many cases the 
larger part of it, directly on the steel price increase, because the cost 
of the overall product that steel represents often is only a small part 
of the cost; is that not true? 

Mr. Brupaxker. Yes, that is true. They are pyramiding their costs 
in their prices, just as steel is doing. 

Senator Keravuver. All right, sir, proceed. 

Mr. Brusaker. Third. Steel price increases have been unrelated to 
wage increases—except for purposeful coincidence in timing so that 
many major steel price increases occur simultaneously with wage ad- 
justments. This serves the purpose of providing a scapegoat—the 
union and its wage increases. 

Fourth. As has been true of a whole series of steel price increases, the 
1957 steel price increase of $6 per ton was not necessitated by wage 
increases or other cost increases. It was designed to produce a 
further enlargement of steel profits and to widen already excessive 
profit margins. It brought the price increases within the past year 
to $19.50 per ton. 

Senator Kerauver. How did you get that figure? What did you 
add to the $6 a ton and $8.50 a ton increases ? 

Mr. Brusaxer. We put this in the form of a little table for you 
which we thought might be helpful. If you will look on page 8, you 
will see how we arrived at $19.50. 

The first figure is the $8.50 per ton increase of August of last year, 
made, as we have suggested here, immediately following the wage 
increase to the union. 

There were then a whole series of individual price adjustments, 
as they were called, starting mostly in December of 1956, and run- 
ning through March of 1957. There were really two series of increases 
involved there, adjustments in the so-called price extras, which are 
added over and above the base or quoted prices of the steel, and also 
a series of price adjustments in the base prices themselves on some of 
the products. 

Now, the precise amounts of those increases, averaged over all steel 
produced, is somewhat difficult for any of us to compute, for the very 
obvious reasons that, particularly the increases in extras, when you 
attempt to average them over steel produced, depends entirely upon 
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the precise grades of steel and quantities of steel and chemical content 
of steel which is actually shipped. 

In order to know the precise amount of those increases, you would 
need to have access to the shipment records of some of these com- 
panies, which we do not have. . 

However, there are reasonably reliable estimates available as to 
the amounts of such increase. The estimate of the combined increase 
in these 2 series of increases is $5 per ton. This is a figure which 
is taken out of Steel magazine, the issue of July 8, 1957. 

Senator Kerauver. Do you have that Steel magazine article? 

Mr. Brupsaxer. I do not have the article with me, though we will 
be glad to submit it for you. 

| uel Keravver. I think that is important, and if you will secure 
it and mark it and send it to us, it will be made a part of the record. 

(The article referred to may be found on p. this ¢ 

Senator Krrauver. Do I understand that this $5 is the estimate 
that—— 

Mr. Brupsaxker. This is the estimate made by the editors of Steel 
magazine as to the average amount involved in this series of in- 
dividual price adjustments. 

There was then, in addition to this $5 increase, the $6 increase 
recently made. 

And those 3, added together, amount to $19.50 a ton in less 
than a year’s time. 

Sidonteliy. I understand there is some argument here as to how 
steel prices are quoted, as to whether they are quoted by the ton or 
by the pound. 

Actually, as I am sure you know, the major amount of steel which 
is sold in this country is sold by the ton, not by the pound. The 
prices of most steel products were quoted by the ton until fairly 
recently. 

The Triddathiy has chosen to switch over to a quotation of prices by 
the pound, in the main. However, when they come to issuing their 
own statements as to the amount that is involved in these price in- 
creases, they find it necessary to quote prices both by the pound and 
by the ton. 

You will notice, for instance, in the price announcements made in 
July or in June, that this increase was stated to be three-tenths of a 
cent a pound, this most recent one. It was also stated in those an- 
nouncements to be $6 per ton. 

And actually, even in the prices of the products themselves which 
are listed by the companies for their consumers, there are a number 
of products which are still quoted by the ton only, and they include 
such important items as pipe, which is a major tonnage item, which 
is still quoted by the ton. | 

They do include such sale as there is of such things as ingots and 
semifinished steel. 

Senator Kerauver. I had asked the staff to prepare a memorandum 
showing the changes in extra and base prices, referred to on page 8 
of your statement as representing a $5 overall increase. This has 
been prepared from Iron Age and Steel magazines and other reliable 
sources of material. I will direct that the staff compilation be put 
in the record. 
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(The material referred to will be found in the appendix on p. 1042.) 

Senator Keravuver. But in connection with the difficulty of steel 
buyers or anyone else figuring out changes in the extras, as to what 
they actually amount to, I particularly call attention to a statement 
on page 8 of this memorandum quoting pages 57 and 58 of [ron Age, 
issue of May 9, 1957, quoting an official of the Welding Equipment & 
Supply Co. 

I have an inch high pile of these steel price revisions on extras from steel 
eompanies. It would take a Philadelphia lawyer to figure out just where we 
are. Half my time is now spent in seeing to the proper filing of revised price 
sheets. It would be far simpler for us if they would just raise the base price 
instead of pushing up the extras to avoid publicity. 

Have you had any experience in that line? 

Mr. Brupaker. I would hesitate to say why it is they use one 
method of price increase over another. I think the conclusion is 
certainly true that they do get less publicity over the extra increases 
than they do over the genera! basic price increases. 

The claim is made in the industry that the extras are related at 
least to their costs and that as their costs increase they adjust the 
extras in order to try to keep those costs covered better than they can 
do just in base-price increases. 

Senator Keravver. All right, will you proceed ? 

Mr. Brupaxer. The $6 increase per ton will add about $545 mil- 
lion a year in increased revenues to the entire industry and nearly 
$160 million to United States Steel Corp. 

Senator Kerauver. That is a little higher than we had figured here. 
Do you have a chart showing that figure ¢ 

Mr. Bruspaxer. Yes, we have made that computation for you on 
page 9 in 2 footnotes to the page. You will find the basis there for 
these figures. They are based on the shipments of steel in the first 
quarter of the year. 

Now we are aware that there has been some decline in the level of 
steel shipments from the first quarter. The decline, however, is not 
so major in amount that it significantly alters these figures. 

The $545 million figure for the industry was arrived at simply by 
using the first quarter shipments multiplied by 4 to get 4 quarters’ 
worth of shipments times $6 per ton. 

For United States Steel Corp. the same thing was done and the 
figure came out, as you will notice, to $79.4 million for the first 
6 months, which we rounded for this purpose to approximately $80 
million. 

Senator Wixey. Is that gross income or net ? 

Mr. Brusaxer. This is the amount they will receive from sales, 
es. 

Senator Witry. That is gross then, additional gross? 

Mr. Brusaxer. Oh, yes, this is gross. This is not after taxes at all. 

Senator Witey. That is based upon the fact that all other factors 
obtaining now remain the same during the period ? 

Mr. Broupaker. Or essentially the same. 

Senator Witey. Wages also? 

Mr. Brusaker. This, of course, has nothing to do with wages be- 
cause this simply is the extra money they will get in terms of income, 
sales income, from every ton of steel they sell. They are going to get 
$6 more for every ton so it is very simple—the arithmetic. Simply 
multiply the number of tons by $6. They get that much more revenue. 
That’s all we say it is for this comparison. — 
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Senator Kerauver. For the record, I think that when we were talk- 
ing about a lesser figure, we were talking about carbon steel. You 
include alloy steel in here, too; is that correct ? 

Mr. Brupaxer. I think it is reasonable to do so. Actually the 
amount of increase per ton on alloy steels and stainless steels normally 
is considerably larger than is the increase for carbon steels. The 
statement which the industry made, the companies made at the time 
of this announcement, was that the average cost had gone up $6, and 
that was the average for all steel. 

Mr. Buatr. Mr. Chairman, I think you clarified one reason for the 
difference. Our somewhat lower figures were based upon the total 
shipments for the year 1956. 

Mr. Brupaxer. That’s right; the level of shipments for this year 
is considerably higher at the present time than was the average for the 
whole year 1956. 

Mr. Buair. And, secondly, you have applied here an overall price 
increase amounting to $6 more or less across the board to that total 
shipments figure, whereas, when using the form AIS-16, we calculated 
the total increase to each consuming industry by multiplying the price 
increase for each steel product used by that consuming industry times 
the amount of each of those products used by the consuming industry 
in 1956. 

Mr. Bruspaker. Yes. 

Mr. Bua. In that way we arrived at a weighted total, industry by 
industry. 

Mr. Brusaxker. The total ought to be the same arithmetically if you 
simply take total shipments. The only difference that should occur 
here is that you used 1956 shipments whereas we have used the rate in 
1957. 

Senator Krerauver. We rouglily estimated it at $500 million, which 
isn’t far off. 

Mr. Brupaker. I wouldn’t quarrel with your arithmetic. Wedida 
recomputation of this based on the first 6 months’ shipments which 
are now available and which were not when we drafted this statement, 
and the figures are still substantially what they were before. For the 
steel industry the figure comes out to a little in excess of $531 million 
rather than $545 million. 

The figure for United States Steel Corp., instead of being $79.4 
million is $78.1 million, and this is based on the 6 months’ shipment. 
For United States Steel this computation was made only for the actual 
6 months. Now if you wanted to get the annual revenue increase that 
would be involved, you would have to double that figure. That will 
still yield you a figure close to the $160 million which we calculated 
based on first quarter shipments. 

Senator Keravuver. All right, proceed. 

Mr. Brusaker. In making this Ree increase—— 

Senator Witry. I want to say, Mr. Chairman, I’m sorry I couldn’t 
be here but I had one meeting at 9 o’clock and another one at 9: 30. 
My record shows I have one at 10 here, another one at 11, and another 
one at 10, so you see some of these men who make steel have nothing on 
us. We can’t carry a union card and say 8 hours or 6 hours is our 
limit. We have got about 24 hours. 

Mr. Brupaker. Some of us have the same difficulty, Senator. 
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Senator Witry. You do, too? 

Mr. Brusaxer. Do you doubt it seriously ? 

Senator Witry. I’m glad to see that smile on your countenance 
because we have something apparently in common here today. You 
are talking about millions. We don’t know anything about that. We 
just discuss billions. 

I did want in all seriousness to say that when I came in here, as I 
understood it, you claimed that during a given period this increase of 
$6 would mean a matter of, say, $500 million more in the pockets of 
the steel industry. 

Mr. Brupaker. I said in increased revenue to the industry, yes. 

Senator Witey. You might say it is like this. They produce a cer- 
tain amount of steel and if they put $6 more on that steel, by dividing 
$500 million by 6, you find the number of tons of steel that they have 
produced, would you? 

Mr. Brupaker. Yes, sir. 

Senator Winey. Is that what you mean? 

Mr. Brupaxer. Yes, or actually the amount they ship. 

Senator Wirry. The mathematics is very simple, then, but, of course, 
I suppose what the American people are interested in is how much this 
affects the cost of living—what the impact is going to be on our econ- 
omy in an inflation and you will cover all the at, L take it? 

Mr. Bruraxer. We hope to. 

Senator Witey. Thank you. Thank you, Mr. Chairman. 

Senator Kerauver. All right, Dr. Brubaker. I think Senator Wiley 
has pointed up the big matter of interest to the American people: 
what is happening to them in this operation. 

Mr. Brupaxer. We hope we share his concern. We feel we do. 

Senator Kerauver. Will you proceed ? 

Mr. Brusaxer. In making this price increase, the industry’s price 
administrators, as usual, completely ignored the sh: arp productivity 
growth. 

Fifth. The industry’s leader, United States Steel Corp., which initi- 
ated the 1957 steel price increase (as it has normally initiated the in- 
creases in prior years) , could have put into effect a price cut of $6 a ton, 
instead of a price increase of $6 a ton, absorbed the cost of the wage 
increase that occurred in July, and could still have earned greater net 
profits after taxes in 1957 than were ever earned in the history of the 
corporation. The profits of the rest of the industry as a group indi- 
cate that the industry could, as usual, have joined United States Steel 
in this endeavor with similarly favorable results. 

Senator Kerauver. I won’t ask you to comment on it at the present 
time, but Mr. Tyson had a table in his statement in which he showed 
what he thought would have happened in the steel industry if these 
increases had not been put into effect. We will find that for you. 
_Mr. Brupaxer. I will be glad to comment on it at the appropriate 
time, yes. 

Senator Keravver. I believe it is on page 6 of Mr. Tyson’s state- 
ment. I would appreciate it if you would look that over and explain 
how you and he reached different conclusions. 

Mr. Brusaxer. We have looked at it. We will be glad to give you a 
very brief explanation if you want right now. 
Senator Keravver. All right, sir, go ahead. 
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Mr. Brusaxer. There is one major fallacy I think in the analysis 

which he made for you. 

Senator Kerauver. Suppose, so we can have them together, right at 
this point we reprint the table that Mr. Tyson put in his statement at 
page 6. 

(The table referred to follows :) 


United States Steels results in 1956 


[Dollars in millions] 


| 
At 1955 selling} Decrease 
prices 


Receipts from customers__- ha 4, 229 3, 899 


Disposal of as follows: | 
Costs other than taxes on income. - - say 3, 550 
Taxes on income od WUSLILL ECS Ls 331 
Dividends. aoe 
Ineome reinvested...._______- 


Geechee dws 


Mr. Brusaker. The major fallacy in our opinion is that the steel 
imdustry does not recognize in this little example they have given you 
us they apparently refuse to rec ognize in other contentions, that steel 
prices do have an effect, and a major effect, on many other prices. 
As you will notice in that example, they have listed their costs, all 
costs, costs of materials, costs of equipment, all of these costs as 
being precisely the same in the 1 year with an increase or without an 
increase. 

Now I think it actually should be elementary to all of us to recog- 
nize the fact that when steel prices are increased, the prices of many 
of these other products are also increased. Prices were increased 
in the year they have shown in this example. Prices of these other 
items, many of which the steel industry buys, were increased because 
in part of the steel ee ice increase itself, this is one of the ironic con- 
sequences of the steel industry’s contributions to inflation, namely, 
that that inflates the prices of some of the things it has to buy, and if 
you were to make a computation here which would make any sense, 
you would have to take into account the reduction in these costs which 
would have occurred had there been no steel price increase. 

Senator Krrauver. Will you give us an example? Do you mean 
a rolling mill 4 

Mr. Brupaker. Well, you gave some of the examples as I remember 
on the opening day of these hearings a couple of weeks ago when 
you indicated the announcements from a number of these other steel- 
using industries as to the price increases which they intended to make 
as a result of the steel price increase to them. 

This would be true of nearly all of the major manufacturers of 
steel mill equipment. Westinghouse, for instance, which does make 
steel mill equipment, announced substantial raises in its own prices 
which it blamed in large part on the steel price increase. Now to that 
extent this kind of an analysis that Tyson has done here is in our 
opinion extremely faulty. 

It simply does not. take into account that costs would not have 
been as high. There is nothing wrong with his arithmetic. What is 
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wrong is that his assumptions do not take into account all of the 
facts. 

(Mr. Brubaker later added the following at this point :) 

For example, if the August 1956 steel price increase of $8.50 a ton had not 
gone into effect, United States Steel’s receipts from customers would have been 
not even $90 million less than actual receipts in 1956—not $330 million less as 
claimed by Tyson. (United States Steel shipped 10.4 million tons of finished 
Steel in the second half of 1956: 10.4 $8.50=$88.4 million.) 

Mr. Brupaker. Those increased costs of equipment and the costs of 
a lot of these other materials and services which the steel industry 
buys would have been lower had there been no steel price increase, 
and this I do not think anybody can contradict. 

If you have no further question on that 

Senator Keravver. If there is any other comment you wish to make 
about that, will you supply it to the committee? 

Mr. Cuumperis. Mr. Chairman, I was just wondering if Mr. Bru- 
baker could break it down in percentages, that is, the impact the in- 
crease in the price of steel has on these commodities he is referring to, 

I believe Mr. Tyson broke it down—labor takes care of 39 point- 
something, materials takes care of 34, or whatever the percentage was, 
taxes took care of 10 point-something, depreciation took care of so 
much of the percentage. 

Now, as to that figure he is referring to, the second one, could he 
break it down in percentages and show what the increase of the price 
of steel would have as an impact on those particular products / 

For instance, Mr. Tyson or Mr. Blough testified that the toaster 
would only cost 2 cents more; and that an automobile would cost so 
much; and farm equipment would be so many dollars or so many cents. 

I think that in order to get a proper perspective, you have to find 
out from that second point just how much that price increase would 
inerease the price of that product, which comes back to them when 
they buy it for their particular furnace. 

Mr. Brusaker. We do not have available a couple of the primary 
sources of information that one would need in order to make such a 
computation. We would actually need a breakdown of the various 
materials and services which the corporation or the industry pur- 
chases, and the amounts of those that are purchased, in order to com- 
pare it with the price increases which were made in each of those 
industries last year, in order to give you some kind of a weighted 
picture as to how much the cost increase was; and we would then have 
to do some computation as to the amounts of steel that are used in 
those items, and the reasons, insofar as we could derive them, for the 
increases. 

Actually, we do not have most of that information, and I have noted 
in examining the steel corporation’s exhibits that they did not give 
vou that information, either. 

* Senator Kerauver. We asked for the breakdown of the unit cost of 
steelmaking per ton of steel. Mr. Blough said that was a confidential 
business matter. So'that we do not have the full 

Mr. Brunaxer. It is confidential enough that we do not have it, 
either, Senator. 

Senator Keravuver. But will you consider Mr. Chumbris’ statement 
and give us anything you can in connection with it? 
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Mr. Brupaxer. Incidentally, you would also need to know the 
markup practices in either of these other industries, many of which 
we do not know, either. Those are also considered to be somewhat 
well-guarded secrets. 

I think it is clear that in most of these industries, the percentage in- 
creases which occurred and which were attributed by those industries 
to the steel price increases, were as large, percentagewise, or larger 
than were the steel increases. 

Now, I would not pretend that all of those industries had to raise 
their prices that much in order to offset the steel price increase. I am 
firmly convinced that many of those industries attempted to make a 
profit, an additional profit, on the steel price increase, just as the steel 
industry is attempting to make a profit on the wage increase they gave 
us, by raising their price. 

Mr. Cuumpris. The problem we have was brought out last week. 
For instance, the freight rates will be going up in accordance with 
approval by the Interstate Commerce Commission—I forget the exact 
percentage. So that will also have an impact on the profits of the 
steel companies or maybe the price of steel, because that is another in- 
creased cost that they had not considered at that particular point. 

The freight increase was given after the price increase. 

Then that goes on around, because the railroad people will say, 
“Because we had to pay more for the price of steel, we need a higher 
freight rate.” 

Mr. BrupAker. Exactly. 

Mr. Cuumeprts. So it keeps on. 

Mr. Brusaxer. As I remember Mr. Blough’s statement on this 
score, and I do not propose to speak for him at all, I think he said that 
part of the extra price increase which they made over and above what 
they claimed to be the cost of the steel wage increase, was to offset 
future anticipated increases in other costs; and as he listed for us, some 
of those others that he thought had increased and were actually occur- 
ring as he had thought they would occur. One of these he listed was 
the freight increase, and that, he said, ate up part of the other margin 
that they would otherwise have had left in the price increase. 

Senator Wury. I might say, we know that this is more or less a 
little contest between the steel company and labor. 

Mr. BrupaKer. We hope it is not, sir. 

Senator Witzy. We are sympathetic with both, but in each case the 
public is the one that is getting the licking. There is no question but 
what the price increase of steel by $6 a ton, will be paid for by the 

ublic. 
, What we are interested in, as I said before, is to see whether or not 
you bright fellows have any remedy for this inflation that we are in. 

We have certain segments of our economy that are not the beneficiar- 
ies of this so-called healthy inflation. I have reference to the farm 
segment that Icome from. They are not in what you would call a real 
healthy condition when they are getting, as I said before, 6 and 7 cents 
a quart for their milk, and the same day they pay 21 cents for it, or 
here in Washington 24 cents. They cannot get the cost of production. 

You are talking about increased prices. I can remember when I 
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used to pay $800 for a tractor, and now one costs about $3,200, and I 
am still getting 7 cents a quart for my milk. 

What I am interested in is to see that this particular segment of our 
economy, some 20 million people, get out of their sick state into your 
healthy state. 

Can you give us any remedy? Can you tell us what to do about it 
so that they do not get another licking by an increased price which is 
due, as has been suggested, to increased labor cost, increased cost of 
steel, increased freight ? 

Everything increases but the things they are selling. Their com- 
modity is not priced in accordance with other commodities. In our 
search here, we realize—it does not take a smart economist to know— 
that $6 a ton is going to be reflected back into everything that steel 
goes into, and it is going to be, possibly, let us say, a terrible incentive 
for labor to ask for an increase in their wages. Then that goes into 
the spiral again. 

You are an American, sir. Your name is Brubaker. That is a 
pretty good name, Brubaker. Now, you give us the answer. 

Mr. Bruraker. We have Anglicized it a little now. 

Senator, in the first place, we would dispute with you the sugges- 
tion you made that inflation is healthy when it occurs in any section 
of economy. We do not think that the inflation which we have in 
steel, in metalworking, and in a number of the other areas of manu- 
facturing, is healthy, either for us as workingmen, for the companies 
who are involved, and certainly not for the balance of the American 

eople. 
i We have every hope that this committee and the Congress will be 
able to come up with some solutions as to how we can stem this infla- 
tion. We think certainly as a labor union, that it is a grave injustice 
to our own members and a grave injustice to the American people, for 
us to continue the kind of inflation that we have been having. 

Incidentally, we wili not be asking for another wage increase simply 
because the price of steel went up. We are tied down by a 3-year 
contract which we negotiated in 1956, which runs until mid-1959, and 
we have no intention of asking that that contract be breached. 

The steel industry is, of course, free to raise its prices as many 
times and as high as it wants to in the meanwhile, and our hands are 
tied in terms of our asking for anything more. 

And we, of course, are not asking that we be relieved of the bargain 
which we made. 

Incidentally, I should say that we do not bargain with the steel in- 
dustry for wages for the employees that we represent on the basis of 
the price increases which they make or on the basis of the price in- 
creases which we anticipate they will make. Perhaps it would be 
good if we did, I do not know. Maybe this would help to bring some 
restraints in their pricing policy. 

Actually, I am not at all sure that it would even be legal for us to 
bargain with them about prices. I do not think we could or would 
even want to get into such bargaining. 

But we do not even bargain in terms of, “Well, now, we expect you 
to do this much on prices, so we are going to ask for this much on 
wages.” That is not the way in which our wage bargains are 
determined. 
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In terms of the recommendations as to what we think might be done 
here, I honestly would prefer, if you are willing, if you would hold 
that question until you have had a chance to see the evidence which we 
would like to develop, which we think bears on the problem first, before 
we state any recommendation. 

I think the recommendation ought to flow out of a look, first, at what 
the facts are, and if you would be willing to bear with us, we would 
much prefer that you hold that part of the question, anyway, until 
later. 

Senator Wirey. I shall be willing, of course, but at 11 o’clock I have 
to go to another meeting, sir, and I thought that you looked like a very 
bright gentleman who might have something up your sleeve, so I 
wanted it, if you had it here. 

But let me say that the word “healthy” was probably not exactly 
the phrase I should have used, but you knew what I meant. There are 
certain of them that are in very good health in the sense that they are 
getting good returns. There are others that are not, in our economy. 

Mr. Brupaker. Yes. 

Senator Witry. That is what I had in mind. 

But in all seriousness, we are seekers after more light on this subject, 
and we realize that a mere combat between labor and the industry 
is not going to give it to us by each one saying, “This is it and that is 
it.” I am very happy to have the statement that you are not going 
to make any more demands for an increase in wages until 1959. I 
think that will be good news. It should be possibly some news to 
other people who are feeling that they should start something. 

Mr. Brupaker. It should not be news at all, Senator. We made a 
bargain more than a year ago, and we certainly intend to stick by it. 

Senator Witty. Mr. Chairman, now that the light of Tennessee has 
returned, I think I will leave. Will you excuse me? I have got to 
go to another meeting. 

Senator Kerauver. Senator Wiley, we appreciate the contribution 
you have made. We hope you will come back as soon as possible. 

Senator Wiuey. I see the smiles on all your countenances. It 
doesn’t do any good to freeze into this situation. You have got to 
mellow. 

Senator Kerauver. All right, Mr. Brubaker. 

Mr. Borron-Smirn. Mr. Chairman, could I ask one question while 
we are on the farm subject ? 

Senator Kreraurer. Very well, Mr. Bolton-Smith. 

Mr. Bottron-Smirn. Mr. Tyson or Mr. Blough gave a chart that 
indicated that a farm tractor with 3 accessories f.o.b. factory with 
an estimated selling price of $2,700 would use steel that would only 
have increased in price $5.20. I wonder if you would comment on 
that ? ' 

Mr. Brusaker. Unfortunately the estimates which the subcom- 
mittee received from the industry on this score do not indicate the 
mathematics of their computation or the basis of their computation, 
and I am afraid it is a little difficult therefore for us to comment on it. 
I would say this, however, which I think I have already said. I have 
no doubt at all that insofar as they think they are able to get away 
with it, a lot of these manufacturers of products which are made of 
steel will raise their own prices significantly in excess of the costs 
of steel that has been used in their product. 
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I was told that the industry’s computation of these costs was one 
made simply on the basis of the amount of tonnage or pounds, as you 
will, of steel that was used in each of these products, and it was made 
without reference to the normal markups which are made by these 
industries, and it was certainly made without reference to anything 
else that they may want to add on to their prices. 

Seriously if you are interested in trying to get at what the facts 
are on that score, I honestly thing that neither the steel industry nor 
the steel union are the proper persons for you to address that ques- 
tion to. 

I think you ought to call in some of these users of steel and ask them 
why they have raised their prices as they did last year by amounts 
significantly in excess of the cost of the steel to them as the steel 
industry has estimated that cost. 

Mr. Botron-Smirn. Has the price of a farm tractor been raised 
since July 1, or do you know? 

Mr. Broupaker. I do not know. 

Senator Krrauver. We do expect to call in the farm machinery 
people at some time or other, but Mr. Bolton-Smith has brought up 
an important question here. His question was whether the farm 
implement business raised its prices and based its rates on the increase 
in the price of steel. 

According to the magazine Steel, July 15, 1957, and Iron Age of 
July 11, 1957, gas tractors and trailers and farm machinery generally 
have announced a 5 percent increase in prices. 

Iron Age says that they anticipate that they will increase their 
prices by 5 percent as the result of the price increase of steel. 

Mr. Brupaxer. As I say, I can’t answer your question as to whether 
they have. 

Senator Kerauver. On $2,500, it would be $125. 

Mr. Brupaker. I will say ‘this, however. The recent history of the 
farm equipment industry has indicated that ev ery time the steel in- 
dustry raised its prices they have also hiked theirs, and by amounts 
which we feel are equally excessive. I would doubt that this year will 
be any exception to what has been their past history. 

Senator Krravuver. In fairness to the farm machiner y industry and 
other users of steel, without going into detail, it is very easy to see 
how a steel increase would not only affect upward the actual cost of 
the steel that went into the tractor, but it would affect quite a num- 
ber of other things, the machinery that is used in the farm implement 
industry, the motors that they use, the cost of freight that they use. 
When the price of steel is increased, everything snowballs, doesn’t it? 

Mr. Brupaxer. I think that is true; yes. 

Senator Keravver. All right, sir, will you proceed. 

Mr. Brupaker. Sixth. Steel price increases have outnumbered steel 
wage increases by more than 2 to 1 in the postwar period. There 
have been clearly identified 22 price increases and only 10 wage in- 
creases in the postwar period. 

Seventh. Wage increases have not “caused” a single steel price 
increase since the formation of the union 20 years ago. 

Eighth. Steel price increases have resulted in increased revenues to 
the steel industry of more than $3 ($3.23) for each $1 of increased wage 
and fringe costs granted to its aaa orkers for the 11 years ending 
December 1956. 
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Senator Kerauver. On what is that based, sir ? 

Mr. Brusaker. That is set forth in full in appendix Table 16 on 

age 41 where again the precise method of calculation of these figures 
is set forth for you. I will be glad to go into the arithmetic of it 
now or save it until we get to that portion of the statement itself. 

Senator Kerauver. Just let me get a clear understanding of what 
you mean by your item 8: 

Steel price increases have resulted in increased revenues to the steel industry 
of more than $3 ($3.23) for each $1 of increased wage and fringe costs granted 
to its steelworkers for the 11 years ending December 1956. 

Do you mean by that, for each $1 they have increased steel work- 
ers’ contract, they have increased steel by $3.23 ? 

Mr. Brupaxer. That’s right. Now what we have done for you in 
table 16 is fairly simple. I don’t think there ought to be a quarrel 
with this. We have listed for you in the first column the shipments 
of steel. In the third column we have shown the price increase in 
steel in each of those years since the end of 1945. Those increases 
add up to a total during this period of $78.18 per ton. 

In order to get the ‘figure that we have used in this computation, 
we have based this on the 1956 shipments, the most recent year avail- 
able, to get a reasonably current figure. We have multiplied the 
finished steel shipments for 1956 by this accumulated increase in the 
price of steel over this 11-year period, the $78.18, in order to get that 
roughly $614 billion of increased revenue accruing based on 1956 
shipments from the price increases which have accumulated in the 
11-year period from 1945 to 1956. 

Now to compute a comparable wage cost, we have done essentially 
the same thing. We have taken the hourly cost of the wage and 
fringe settlements which have been reached between the steelworkers’ 
union and the steel industry during this same period year by year, 
and we have added those up. 

As you will notice, that figure comes to $1.517 over that period. 
We have then multiplied that accumulated wage and fringe cost 
by the total man-hours worked by the entire “steel industry, all 
employees in the steel industry, those represented by our union and 
those not represented by our union, and we have gotten from that this 
figure of a little more than $2 billion of increased w age cost on an ac- 
cumulated basis, again based upon the 1956 man-hours. 

Senator Kerauver. But Dr. Brubaker, Mr. Blough pointed out that 
they had administrative workers, salesmen, officers such as he and 
others. That is not included in this, is it ? 

Mr. Brupaxer. That is included in these figures insofar as it is 
equal to the amount of cents per hour increase which the union has 
achieved for its own members. 

Now what we did in this calculation is to assume that all employees 
in the steel industry will get the same cents per hour increase that the 
steelworkers received. We honestly thought that was a reasonably 
conservative assumption. We gather from the testimony that Mr. 
Blough gave you earlier concerning 1957 salary increases that we were 
being a little too conservative perhaps, because they apparently raised 
the wages and salaries for the people who are not represented by our 
union more than they raised the wages of the people whom we repre- 
sent. 
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To that extent at least there, this is a little bit understated. But 
we have, however, assumed that all of these people get wage increases 
and that they at least get the same increase that the steelworkers get. 

Senator Keravuver. Fou mean you are assuming for the purpose of 
this table that salaries of secretaries, administrative employees, sales- 
men, officials of the company, board of directors, all employment 
costs were really raised the same amount that your union got ? 

Mr. Bruspaker. That’s right. 

Senator Keravuver. All right. 

Mr. Brusaker. We are aware of the fact that there are raises in 
salaries to the other employees as well as to the steelworker employees. 
That is obviously equitable. We doubt that there is equity in raising 
them more than we are able to get for our own employees but this is a 
question of a quarrel between ourselves and the industry. 

We do assume, however, that it is reasonable in this kind of a cal- 
culation to assume that they at least get the same amount. 

Senator Keravver. In talking about the same amount, let me get 
this clear. Where you say that you have caleulated that other em- 
ployees would be raised the same amount, you mean the same per- 
centage ? 

Mr. Brusaxer. No, the same cents per hour. We added up there 
that our accumulated wage and fringe increase in the 11-year period 
was $1.517. We have assumed that all other employees also have re- 
ceived accumulated $1.517 during the same period. Actually on a 
percentage basis as these increases are often applied in the industry, 
this would mean probably that the Secretary, whom we do not repre- 
sent and whose wages are lower than the steelworkers’ wages, got 
less than $1.51, but it also means that the salesman whom we do not 
represent, and many others, probably got more insofar as they used a 
percentage multiplier rather than a cents- per-hour multiplier. 

Senator Keravuver. Mr. Blough’s second statement in connection 
with wage increases—I think we ought to get that exactly—his state- 
ment of August 15, 1957, says that employees represented by the steel- 
workers were raised 19.4 cents and that other employees were raised 
26.6 cents. So it means that your procedure involved is a slight un- 
derstatement of cost in that they have raised the other employees 
more than they have yours. 

Mr. Brusaxer. Yes. Weare happy that you were able to elicit this 
little bit of information from the industry. We have never been able 
to in the years we have bargained with them. They have told us it 
was none of our business how much they raised their other employees. 
We are glad to know that they give other people bigger increases than 
they give us. 

We will remember this next time we meet with them. 

Senator Kreravuver. The point is, Dr. Brubaker, that would change 
your computation to some small extent at least. 

Mr. Brupaker. To some small extent it would change it. Actually 
insofar as I have used the figure here of $3 for $1, I am sure that using 
a percentage here is not going to reduce the $3.23 which was the precise 
calculation below the $3 figure which I used for rounding. We were 
attempting to get reasonable magnitude here rather than precise 
figures. 

Senator Keravuver. I think you have made it clear. so go ahead. 
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Mr. Brupaker. In 1956, it required on the average 15.9 man-hours 
to make a ton of finished steel in the entire industry. This figure had 
fallen to 15.2 man-hours in the first quarter of 1957. 

Senator Kyravuver. Right at that point, Dr. Brubaker, what is that 
figure? Where did you get it from—the 15.2? 

Mr. Brupaxer. Again I put that as a footnote in the statement 
to make it easy for you to see the calculation. If you will turn to page 
13 of the statement, you will find a footnote there which shows the 
precise figures from which there is calculated. 

We took for 1956, for instance, the total shipments of the industry. 
We took the American Iron and Steel Institute figures on the man- 
hours of all employees in the steel industry, including the clerks, the 
executives, and everybody else, on their sample of some 93 percent of 
the man-hours and employees in the industry. 

We extend that to 100 percent to be sure we did not understate this 
at all, so we have actually used a slightly higher man-hour figure than 
that you would find in the AISI reports. 

And then we simply divided man-hours by the shipments, and that 
gives you 15.9 for 1956, and for 1957 in the first quarter it gives you 
15.2. 

Also, since this was drafted, I have recomputed this base on the first 
half shipments, which are now available, and the figure for the first 
half is still, it happens, precisely 15.2 man-hours. 

Senator Kerauver. That is from the American Iron and Steel 
Institute. That covers the industry as a whole; does it not? 

Mr. Brupaxker. That is right. 

Senator Kerauver. United States Steel in their presentation here 
said it took from 1614 to 19 man-hours to produce a ton of steel. 

Mr. Brupaxer. Senator Kefauver. I think if you draw that con- 
clusion from what the corporation subm.tted to you, you are misread- 
ing their figures. They did not ever state to you how many man-hours 
it takes for United States Steel to produce a ton of steel. This figure 
they ought to have furnished to you. They did not. 

What they did say was, “Well, it might be somewhere within this 
range; and if it was within this range, this is how much it would cost 
for the increased labor that was involved.” 

They never said, however, that it took 1614 hours or 19 hours or 
25 hours or 14 hours for them to produce a ton of steel. And seriously, 
I think you ought to ask them for that. 

Senator Keravuver. I know they did not furnish us exactly the labor 
cost that went into the production of a ton of steel. 

Mr. Brusaker. Man-hours they did not, either. 

Senator Krrauver. They probably did not furnish that exactly, 
but if you look at schedule 2 of Mr. Blough’s statement of August 15, 
you will see a statement that he had it figured both ways. 

Mr. Brupaker. Yes, except that he does not anywhere in that state- 
ment say—and this is what I am pointing out—that it took either 
1614 hours or 19 hours. He simply said if it had taken that many 
hours, this is how much it would cost. 

Now, I think there are only 1 of 2 conclusions—— 

Senator Kerauver. Justa minute. Let us get the statement right. 

On schedule 2 of Mr. Blough’s statement of August 15, he has one 
estimate based on 1614 hours per ton of finished steel, and he has 
another computation based on 19 hours per ton of finished steel. 
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Are you saying that the American Iron and Steel Institute and 
other calculations indicate that these United States Steel calculations 
are too high, or just what are you saying now ? 

Mr. Brousaker. I would frankly say to you that United States 
Steel’s calculations there are a lot of hogwash. Now, they obviously 
know how many man-hours it takes to produce a ton of steel. They 
could have furnished you that figure. 

Obviously, there is a tremendous margin of difference here between 
161% hours and 19 hours. It is either one or the other or a different 
figure. 

"I think the only conclusion you could draw from what United States 
Steel gave you on this score is either that United States Steel is a 
hell of a lot less efficient than is the rest of the industry and takes a 
lot more man-hours to produce a ton of steel, which I am sure if you 
ask them directly they would deny, or it simply means they have a 
completely different product mix. 

And I do not think either of these is true. They have contributed 
to these very figures from the Iron and Steel Institute which we have 
given you. 

You must remember that this 15.2 figure for the whole industry 
is one which is already weighted nearly a third by United States Steel’s 
own figures as supplied to the American Iron and Steel Institute, and 
this would simply mean that United States Steel’s figure had to be 
far, far higher than the average for the rest of the industry, and 
probably as high as the worst of these figures they gave you, with 
much, much lower figures for the rest of the industry in terms of 
man-hours per ton, in order to get anything like this 15.2 average. 

I would doubt that they or the rest of the industry, or the American 
Tron and Steel Institute, would want to quarrel with these American 
Tron and Steel Institute figures. They are the only measure that is 
available to the public that would indicate the approximate number 
of man-hours that it takes to produce a ton of steel. 

Senator Kreravver. I take it that the American Iron and Steel In- 
stitute figures are taken from the information furnished by all the 
companies, and this is a composite of all of the companies, including 
United States Steel. 

Mr. Bropaxer. The American Iron and Steel Institute form on 
which these figures are reported states that the figures shown there 
are based upon reports from companies in the steel industry which 
comprise approximately 95 percent of the total capacity of the 
industry. 

That means that it has to include United States Steel and every 
other major producer. Otherwise, you could never get such a 
percentage. 

Mr. Buarr. Mr. Chairman, may I just ask one brief question there? 

Dr. Brubaker, the chairman did put to Mr. Tyson the question of 
the difference between the 15.2 figure for the first half of 1957 and 
the higher figures offered by the Steel Corp. In explanation Mr. 
Tyson implied, as I recall, that perhaps the difference is due to the 
fact that United States Steel is a more integrated company. Would 
you care to comment on that answer? The implication, I believe, was 
that United States Steel had carried on more operations in the way 
of ore mining, perhaps, and transportation which would tend to in- 
flate its man-hours as contrasted to that of the industry as a whole. 
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Mr. Brusaxer. Of course, Dr. Blair, it is quite correct, I would 
agree with Mr. Tyson on this score, that United States Steel is more 
integrs ited than anybody else in the industry. They do carry on a 
great number of other operations which contribute to steelmaking. 

They doa esenidoralta amount of steel fabricating of one sort or 
another. They have a very thriving cement business. They have 
a thriving coal mining business. They have a substantial shipping 
operation. 

However, they could have given you, and they should have given 
you, figures on the number of ‘hours that go into steelmaking. hese 
figures which are submitted to the Iron and Steel Instiute by United 
States Steel and others are for steelmaking operations only, and to 
that extent they should be largely comparable as between the com- 
panies, depending principally for their difference upon such things 
as the efficiency of the producer, in a small part on the degree of in- 
tegration. 

Now, it is obviously true that a steel producer that is a semiinte- 
grated or a nonintegrated producer, which does not produce its own 
pig iron, for instance, will not have quite as many man-hours per 
total ton of steel, because we do include in these AISI reports and 
others the total hours that go into steelmaking through the entire 
processing, including the maker of pig iron, so you get a producer 
that does not make pig iron, his man-hours ought to be lower if he 
is as efficient as a producer who does. 

But the number of man-hours that are involved in the making of 
pig iron is a tiny fraction of the total hours, and they should not make 
any significant difference in the total picture, and particularly since 
that total picture, as we have given it to you, is heavily weighted by 
United States Steel’s own man-hours, including its pig iron man- 
hours. 

Senator Keravuver. I am sorry, but we are going to have to stand in 
recess now. Apparently we will not be able to get permission to sit 
this afternoon, so we will have to stand in recess until 9:30 in the 
morning in this same room. 

We appreciate the statement you have made this morning and the 
information you have given us. 

(W hereupon, at 11:15 a. m., the subcommittee adjourned, to re- 
convene at 9:30 a. m., Wednesday, August 21, 1957.) 
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WEDNESDAY, AUGUST 21, 1957 


Untrep STATEs SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MonopoLy 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:45 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senator Kefauver (chairman). 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter Chumbris, counsel for minor- 
ity; Carlile Bolton-Smith, counsel to Senator Wiley; Dr. E. Wayles 
Browne, Jr., economist; Dr. Paul H. Banner, economist, and Ken 
Hechler, administrative aide to Senator Carroll. 

Senator Kerauver. The committee will come to order. Dr. Bru- 
baker, you just started on your statement yesterday when we had to 
recess for a meeting of the full Judiciary committee, so we will try 
to make all the progress we can today. 

Will you proceed, Dr. Brubaker ? 


STATEMENT OF OTIS BRUBAKER, RESEARCH DIRECTOR, UNITED 
STEELWORKERS OF AMERICA; ACCOMPANIED BY MARVIN 
MILLER, ASSOCIATE RESEARCH DIRECTOR; FRANK POLLARA, 
RESEARCH ASSOCIATE; AND GENE PARNHAM, SECRETARY TO 
RESEARCH DIRECTOR—Resumed 


Mr. Brupsaker. First, let me identify for the record this reference 
which we made to Steel magazine yesterday which you asked us to 
submit to you. I have handed you copies before we started from the 
Steel magazine issue of July 8, 1957, which lists the amount, the esti- 
mated amount of the extras and base price increases that occurred 
around the turn of the year, in December of 1956 and the first 3 months 
of this year. You will notice on the first page of the excerpts that I 
have given you, which is page 53 from that particular issue 

Senator Kerauver. This has reference to your statement that in 
addition to the $8.50 increase last August and the $6 increase as of 
the Ist of July of this year, there was on an average an additional $5 
increase representing extras. 

Mr. Bruspaxer. And a few base price increases. 

Senator Kerauver. Increase in extras and what else? 

Mr. Brupaker. And a few base prices. 

Senator Kerauver. And a few base prices, all right, sir. 

Mr. Brusaxker. On the first page of that article that you have 
there is a reference made to the fact that December saw the start of 
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a rise in price extras that pushed the BLS Index up another 6 points, 
Now if you will make reference also to the prior paragraph where it 
talks about the $8.50 a ton being equal to a 10-point rise in the index 
and the subsequent paragraph where it also makes reference to the $6 
increase being equal to a 7-point rise in the index, you can interpolate 
this 6 points for the extras increase as being approximately $5. 

Senator Keravuver. Will you read those two paragraphs? 

Mr. Brupaker (reading) : 

Last summer, steel base prices went up an average of $8.50 a ton, an amount 
that the industry said was inadequate. That increase caused a 10-point rise 
in the finished steel price index of the United States Bureau of Labor Statistics, 
December saw the start of a rise in the price extras that pushed the BLS Index 
up another 6 points. 

That is the increase we are referring to. [Reading:]| 

The latest increase in base prices (averaging $6 a ton) will raise the BLS 
index about 7 points. 

Now there is, if you will take the clip off these and come to the 
next section, unfortunately the page number didn’t take on it, if you 
will look down the left- hand column, the paragraph headed “Case for 
increase,” you will find a figure of $5. [| Re: ading: | 

Competition has forced many aubdbiégcas producers to hold the line on 
prices since late 1956 even though increased extras boosted steel prices another 
$5 a ton around the turn of the year. 

On the last page of this series of pages from that same issue of 
Steel magazine, July 8, 1957, in the third small paragraph on the left 
of the page again you will find a reference : 

Last summer’s increase in steel base prices, they averaged $8.50 a ton, were 
followed by advances in extras beginning last December. Extras were raised 
an average of $5 a ton. 

This is the basis for the statement we made to you yesterday that 
this increase averaged $5 a ton. I think to a degree that. this quota- 
tion is s probably i in error since there it lists this $5 as being just the 
extras. I am sure that from the way it was computed and from the 
context in which the figure was used this $5 figure was intended to 
apply both to the extra increases and the base price increases which 
accompanied them at the same time, and it was in that sense that we 
used the figure yesterday. 

Mr. Botron-Smiru. Mr. Chairman, might we have a clarification 
at this point as to the relation between the BLS steel price index and 
the actual increase per ton, because $8.50 increase per ton appears to 
be 10 points in the BLS Index. 

Senator Kerauver. Can you give us that clarification, Mr. Bru- 
baker ¢ 

Mr. Brupaxer. This can be done as a ratio. I haven’t done the 
arithmetic here. 

Senator Keravver. I suppose on page 53 would be a good place to 
do your ratio? 

Mr. Brusaxer. That’s right. The ratio between $8.50 and 10 
points is approximately the same as the ratio between $5 and 6 points, 
or between $6 and 7 points. 

You will find that it is very close, the ratio. 

Senator Krrauver. An $8.50 increase caused a 10- point rise, and the 
extras then pushed it up 6 points. 
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Mr. Brupaxer. If you actually run the arithmetic out, it comes to 
$5.10. They rounded it since they were using approximations here 
to $5 as they used the figure later in the article. 

Senator Kerauver. You mean by that, based on the experience with 
the $8.50 increase, the extras coming from $6 a ton increase would be 
$5.10 ? 

Mr. Brusaxker. No; the increase coming from a 6-point increase. 

Senator Keravuver. I mean the 6- aeene increase. 

Mr. Brusaxker. Yes, would be $5.10. It is simply 6 times 85, if 
you want, 85 cents in that first example equals 1 point on the index. 
If $8.50 equals 10 points, 1 point is equal to 85 cents, and a 6-point 
rise in the index will give you 6 times 85 cents which is $5.10. 

Senator Kerauver. Let’s see if we can translate that in terms of cost 
to the purchasers. We had a figure of $6 increase costing about $535 
million to the purchasers. 

Mr. Brusaker. That $531 million figure which we gave you yes- 
terday as being the increased revenue that would come from ‘the $6 a 
ton increase based on first half shipments for the whole industry this 
year was based on shipments of a little over 44 million tons in 6 months, 
or over 88 million tons on an annual basis. If you will simply take the 
44 million times $5, you w ill get the impact of this i increase, which is 
another $290 million in 6 months, or $440 million in a year. 

Senator Kerauver. What would the total be of the $6 increase plus 
the $i ) increase 

Mr. Brupaker. That is simply 11 times that. No; I am sorry, it is 
only a half ye It should be $440 million for a full year for the 
$5 imerease, rae 531 million for the $6 increase, whic h would give 
you approximately $970 million, almost a billion dollars in increased 
revenue to the steel companies just from these two increases that 
have occurred within about 4 months of each other. 

Senator Kerauver. Supposing you had the $8.50, adding it to that, 
what does that mean ? 

Mr. Brupaker. My arithmetic was done real quickly here. I get 
a little over $1, a0 million in increased revenue to the steel industry 
from these 3 or 4, if you want to call them 4, price increases that 
occurred starting in August of last year. The increased cost to the 
eventual consumers of steel is obviously going to be a higher figure 
than this. 

This is the increased revenue to the Industry because as you know, 
this steel is used by other industries. Each of the industries that fab- 
ricates the steel adds to it quite apart from the price increases they 
may make in their own product. They add to it a markup, and you 
will find each of those markups pyramiding on this price. I honestly 
don’t know how much this actually will cost in terms of cost to the 
steel consumer when it comes out in the form of finished products, but 
it obviously is going to be more than the increased revenue to the 
steel companies themselves. 

Senator Kerauver. Give us an example of what you mean by 
pyramiding costs. 

Mr. Brupaker. Well, take an automobile, for instance, in which part 
of this steel goes. Now it is true that the price at which the steel is 
increased to the automobile builder is the same as the revenue to the 
steel company, but once that steel is put in an automobile, the auto- 
mobile is then passed on to a dealer and maybe through a couple of 
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dealers and eventually to an auto purchaser, and through each of 
those transactions there is added a percentage markup to the product, 
so if an increased cost of steel has gone into that product at the 
automobile producers’ level, it is going to be not just a hundred 
percent of that increase when it gets to the eventual owner of the 
car but it is going to be maybe 115 or 120 percent or maybe more, and 
you will find that in most any steel product; in fact, you find it in 
any product which is later sold and goes through other transactions 
other than manufacture. 

I am sure you know that. 

Mr. Cuumpris. Yesterday when Mr. Bolton-Smith gave you an 
example of a farm tractor of $2,700, the actual increase in steel that 
went into that, according to the figures submitted to us, was $5.20. 
But under Senator Kefauver’s example of a 5 percent anticipated 
increase, it came to an increase of $125. Certainly you won’t blame 
steel with an increase of $5.20 in its price as being responsible for a 
$125 increase retail ? 

Mr. Brupaxer. No, I would not, sir. 

Mr. Cuumenris. In a tractor? 

Mr. Brupaxer. No, though the actual direct reflection of the in- 
crease in the price of steel that went into that tractor is going to be 
more than the $5.20 or whatever it was that was given you by the 
industry, just because of this markup factor alone, quite apart from 
any other increase which is added on by the companies for other pur- 
poses, yes. 

Senator Kerauver. I was reading from what the farm implement 
industry said itself about the amount it was going to add on. I sup- 
pose in addition to the markups, you do have the element that when 
the tractor company repairs its roof or puts a new roof on, replaces a 
building, buys or repairs machinery, all of which has steel in it, then 
its equipment for the making of a tractor is going to cost more too? 

Mr. Brupaker. Yes, you will have this whole raft from the different 
industries which eventually goes into the cost of the consumer, that 
is right. ‘ 

Senator Keravver. I think the article from the magazine Steel that 
you referred to of June 28 and 29 has been put in the record, but I 
will ask the staff to see that the part that has not been put in the 
record is made an exhibit. 

Mr. Brupsaxker. It is immaterial as to whether it goes in the record. 
We submitted it to you only to identify the source of the $5 figure 
which we used yesterday. 

Senator Kerauver. The article, Steel Price Stability Seen, of July 
8, will be put in the record, and the staff will put the other articles in 
the record if they haven’t already done so. 

(The documents referred to may be found in the appendix on p. 
1049.) 

Mr. Brupaxer. We had just finished discussing yesterday briefly 
our conclusion with reference to the number of man-hours per ton 
of finished steel. We were at a point where we were ready to state 
that the steel price increase in 1957 has exceeded the cost of the wage 
and fringe increase by nearly 4 to 1. 

In 1956 the figure was nearly 2.7 to1. This 4 to 1 ratio, again this 
is a $4 price increase for each $1 of wage and fringe costs. 

Senator Keravuver. What page of your statement is that discussed 
on? 
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Mr. Brusaker. This is from the conclusion on page 5, right at the 
top of the page. The arithmetic on this you will find back on page 
13 in that footnote to which we referred again yesterday. For that 
computation we simply multiplied the man-hours per ton, taking the 
1956 example first, 15.9 man-hours per ton times the wage and fringe 
increase per hour, which for 1956 was 19.9 cents. That gives you an 
increased wage “cost” per ton of steel shipment of $3.16. 

That was compared to the $8.50 increase in steel prices in 1956, and 
that gave us the ratio of 2.7 to 1. Now for purposes of the comparison 
for 1957, we did the same thing. We took the 15.2 man-hours per 
ton. We multiplied it by an estimate of the wage and fringe in- 
creases of 1814 cents, in which we included a January cost-of-living 
figure of 3 cents per hour. This is not something that is part of this 
July wage increase that has been talked about elsewhere. That gave 
a figure of $2.81, $2.81 wage “cost” per ton of steel. That is compared 
with the $11 per ton price increase, namely the $6 in July and this 
$5 that came around the turn of the year in extras and basic prices. 
That gives you a ratio of approximately 4 to 1. It came out 3.9 to 1. 

Now the cost of course in 1957, if you were going to confine yourself 
soley to the July increase, would be somewhat different, and we can 
get into that arithmetic when we come to that point in the testimony, 
if you want to defer it for now. 

Point 9, steel prices have increased far more rapidly than have ma- 
terial costs, that is the prices of material purchased by the industry 
for its own use and in a ratio of 2 or 3 to 1. 

10. Wage increases gained by steelworkers over the years through 
collective bargaining have been more than earned by the constantly 
and sharply tising productivity, that is the output of steel per man- 
hour worked. The wage increases could have been absorbed out of 
the productivity increases, since real productivity increases have sig- 
nificantly exceeded real wage gains of steelworkers since 1939. The 
productivity increase so far in 1957 is at a rate of 5 percent above 
1956, and 71.2 percent above 1939. 

Senator Kerauver. Dr. Brubaker, it was admitted here by Mr. 
Blough that the productivity of workers had increased and does in- 
crease year by year as they become better technicians and understand 
their jobs better. Wouldn’t you say that a substantial part of the in- 
creased productivity of workers is also due to the better machinery 
and more modern plant and the improved technological develop- 
ments in the plant installed by management ? 

Mr. Brupaker. Yes, Senator. We have never made the claim 
the increase in productivity in the industry is something which de- 
rives solely from the expenditure of human labor. It should be 
abundantly clear, however, that it is also not soley the result of in- 
creased improvements in technology or in better machines or in better 
management. This business of the production of steel, as the pro- 
cluction of most items, is a team operation, and unless that team can 
function well together and unless it can efficiently apply the labor 
and the management techniques both to the machines at hand and to 
the materials at hand, you will not get increased productivity. And 
so to that extent at least, all of these factors of production share in 
the productivity. 

Senator Kerauver. You say that the increased productivity is 5 
percent a year, but I have a B. L. S. bulletin here, entitled “Man- 
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Hours per Unit Output in the Basic Steel Industry, 1939 to 1955,” in 
which it says that the output per man-hour increased at a rate of 2.9 
percent per year. Yours is somewhat over that. How do you explain 
the difference ? 

Mr. Brusaxer. We are talking about different years in the first 
lace. I would not quarrel with ‘the conclusion in the BLS Bulletin 
Sens ause both the industry and ourselves helped the Bureau in working 
up this productiv:ty index in the first place. Bb: do quarrel a little with 
the 2.9. I think it ought to be about 3.1 to 3.2 if you use the elapsed 
gain in productivity from 1939 through 1955. 

However, the figure which I gave you of 5 percent is, as I stated, 
the gain so far in 1957 over 1956. Now we have and the industry 
has the methodology used in that study, and it is possible for us, 
by use of the weights that were used in that study and by use of 
BLS employment ‘and weekly hours, man-hours, and by use of steel 
shipments in the American Iron and Steel Institute, to extend that 
productivity index for any period. We have extended that index 
beyond the printed copy you have for 1956, to the first 4 months, which 
were all of the months we had full data on for 1957. That extension 
of that index is contained in our statement in one of the appendix 
tables. If you will look to table No. 18, appendix table on page 42, 
you will find this BLS productivity study extended through 1956 and 
at an annual rate for the first 4 months in 1957. If you will look over 
to the column entitled, “Output per man hour” which is the figure we 
are using for productivity, you will find that for 1957, as contrasted 
with 1956, the gain in output per man hour is 5 percent. 

Mr. Brarr. Dr. Brubaker, it wouldn’t quite be that, since productiv- 
ity in 1956 would be relatively low because of the strike. That is 
to say, there would have to be workers engaged in maintenance of the 
plant facilities while the plants were not pr oducing g any steel products, 
which would inflate your man-hour figure with respect to the actual 
output. 

Mr. Brusaxker. There is no question but that the 1956 figure for 
productivity increase was very low by recent year standards, and it 
was low for exactly the reason which you state. However, we had done 
a measure of this figure for 1956—I do not have it with me—again for 
the first few months of the year prior to the strike, and we found that 
at that stage productivity was increasing in 1956 at almost the same 
rate we show here; I think the rate we had was 414 percent as I 
remember. However, the work interruption of the strike and the 
use of all of these other hours that were not for productive purposes 
did bring down the average for the year very sharply above the trend 
in the first part of the year, so that we ended up with an increase in 
1956 of only 0.9 of a percent. 

In a sense the fact that that year was lower than it would otherwise 
have been can make the percentage for this year higher than the 
percentage otherwise would have been standing by itself. If you take, 
however, even the last 3 years together, as you will notice we have 
done as a change on appendix table 19, you ‘will find that there was 
an increase in 1955 of 11.4 percent, increase in productivity in that 
1 year alone. 

The average, as we shall develop elsewhere in our statement, of 
productivity increases in recent years has significantly prove 
and I think this is the important factor for this consideration—has 
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significantly exceeded this long-term 1939 to 1955 average which is 
shown in the BLS study. 

Mr. Buarr. At 2.9? 

Mr. Brupaxer. Yes. 

Mr. Buarr. In other words, you would think it would be somewhat 
above 2.9 and probably below 5.0 percent. 

Mr. Brupaxer. That’s right. 

Senator Kerauver. Let me understand. The 5 percent then repre- 
sents your experience this year? 

Mr. Brusaxer. That’s right, as compared with last year. 

Senator Kerauver. Over what? 

Mr. Brupaxer. Over 1956. 

Senator Keravuver. All right, sir. 

Mr. Brupaxer. Now let me stress for you something else on pro- 
ductivity that again I had hoped to develop elsewhere, but maybe I 
should explain it here so that we understand this sharing concept a 
little bit. We have never contended that labor should reap all of the 
fruits of productivity. We have believed, as I told you, that produc- 
tivity increases come from many sources, including labor, and we have 
felt that it was equitable that labor should share in those fruits, but 
should not take them all, and we have never asked for all of them and 
we have never taken all of them. 

Just for an example, I noted for you that productivity since 1939 
had increased by 71.2 percent. For workers to have shared equitably 
just percentagewise, proportionally in what productivity over that 
same period, we would have had to have had a real wage increase in 
that same period of 71.2 percent. We didn’t get that, and the figure 
again is set forth at another point in the statement. It is significantly 
below the 71.2 figure. It is a 52.7 percent figure. 

Senator Kerauver. Where is that set forth, Mr. Brubaker ? 

Mr. Brusaker. That you will find on page 24 of the statement in 
a little table which we have labeled “Table 8.” The 5 percent figure 
which we have given you as the increase in productivity in 1957 as 
compared with 1956 is, however, I think a particularly significant 
figure for the subcommittee to bear in mind when it is considering this 
question of the 1957 wage increase and the 1957 price increases, namely, 
the 5 percent figure is a measure of the amount of increase in money 
labor costs per hour which the industry could absorb in 1957 as com- 
pared with 1956 without any increase in its labor costs, and therefore 
without any need to raise its prices because of labor costs. 

Mr. Cuumerts. Mr. Brubaker, this 71.2 percent increase from 1939 
to 1957, real productivity in steel, that means that that much more 
is being produced ? 

Mr. Brupaker. Per man-hour? 

Mr. Cuumeris. Per man-hour. 

Mr. Brusaxer. That is right. 

Mr. Cuumpris. And you received a 52 percent increase in wages? 

Mr. Brupaxer. In real wages. 

Mr. Cuumeris. What about the position of the United States Steel 
that in order to get this productivity in steel, it had to pour a lot of 
money into Meataton equipment, which aids labor to increase 
productivity ? 
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Mr. Brusaker. I won’t quarrel with that. 

Mr. Cuvumpris. But I was just wondering, from your point of view 
if the real wages were even or as close to this particular figure in 
productivity, that wouldn’t give any opportunity for the steel com- 
panies to pour money into improvement of equipment, would it? 

Mr. Brupaker. You understand, don’t you, that if we receive a 
»roportionate share in the productiv ity increase only in the form of 
baker wages, this leaves equal proportions as shares for all of the 
other items that go into steel production. It leaves an equal pro- 
portionate share for higher material costs if there are higher ma- 

terial costs. It leaves proportionately a larger share also for de- 
preciation, which is this money you are talking about which can be 
used to improve machinery. 

It leaves an equal proportionate share for higher profits. In other 
words, you have got all of these items which are a part of the sales 
dollar of the steel industry, which can also share in this productivity. 

Mr. Cuumerrs. What I want to get at, would it be your inference 
that the 52.7 figure should be 71.2 pe reent ? 

Mr. Brusaxer. I think it most certainly should be that if we are 
even to receive a proportionate share increase in our own real Fiviied 
standards, and I honestly think, Mr. Chumbris, that the steel indus- 
try would not too seriously quarrel with this conclusion on our part. 

‘They at least have told us many times in our collective bargaining, 
and so have many other major companies in their bargaining with 
their unions, that they do believe in the proposition that. workers 
have a right to share in the increase im productivity in the form of 
higher living standards. As I remember the position which the 
industry spokesman took with you the other day,.it was solely that 
we shouldn’t be entitled to more than a proportionate share. 

Mr. Cuumeris. I just wanted to get the proper relationship be- 
tween those 2, and what you felt that labor should get out of that 
71.2 percent. 

Mr. Brusaxer. I would say this to you, and I have said this in 
writing elsewhere in the record. I don’t think that there is any 
precise figure which you can arrive at and say this is the proper 
share. But as a minimum we have taken the position that we think 
certainly at least that much is required, at least the same proportionate 
share, and that we have not gotten it over the recur 

Senator Kreravver. Mr. Brubaker, your table 8, on page 24, “In- 
crease in real straight time, average hourly earnings in steel,” ’ does 
that include fringe benefits, and if it does not, how much would their 
inclusion increase the percentage by ? 

Mr. Brusaxer. I am afraid the answer to the first part of your 
question is, No, it does not include most of the fringe benefits. T am 
afraid I cannot give you a reasonably reliable estimate as to the 
amount which it would be increased. TI can say I think with assur- 
ance that it would still be considerably less than 71.2 percent even 
if we used the industry’s figures as to how much the fringes have 
increased. 

Senator Kreravuver. Suppose you work that up and give us your 
best estimate of it? 

Mr. BruspaKker. We will be glad to try that. I do think, however, 
that you should bear in mind that certain of these so-called fringes 
in steel, as in other industries, are extremely variable items. Now, 
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for instance, an item such as overtime, which is one of the fringes in 
our agreement, can vary from as little as virtually nothing in cents 
per hour to as much as 10 or 12 cents per hour, depending on how 
much overtime the industry works, and it has varied that much in 
recent years. 

We felt it was sounder to talk in terms of straight-time hourly 
earnings, since that is actually what we bargained for, and that is 
the inescapable amount which the industry has to pay for each hour 
of labor. 

Some of these fringes will add specific amounts above it which 
can be reasonably closely calculated. Others are extremely variable, 
and you will find an item, for instance, like pensions, which is thrown 
into these figures of fringe costs which are extremely variable from 
company to company, and even more variable depending on how a 
particular company decides to fund its pension costs, whether it de- 
cides to fund them as rapidly as the law will allow, or whether it 
decides to spread them over a longer period of time, or whether it 
decides not even to fund them at all, and a figure like that can vary 
as much as from a penny or two up to 25 cents an hour. 

Senator Kerauver. Your feeling is that it wouldn’t add substan- 
tially to this percentage ? 

Mr. Brusaxer. Not substantially, certainly not enough to bring 
the figures even to an equality. There are a few fringes already in- 
cluded in here. For instance, shift differentials or shift premiums, 
which are a part of our contract and one of the fringe benefits so- 

called, are included in this average straight-time hourly earnings 
figure. The Sunday premium and ‘the holid: ay premium for work on 
Sundays and holidays is also in here, even though these are not really 
straight-time hours as we normally think of ‘them, simply because 
the only deflator which we have available to remove these costs from 
gross average hourly earnings as recorded by BLS and by the Ameri- 
can Iron and Steel Institute is a deflator which removes only weekly 
overtime costs, and as a result even some of these other overtime 
premiums of a sort are included in this so-called straight-time earn- 
ings figure. 

Senator Keravver. V ery well. 

(The information supplied follows :) 

In volume 13, page 1331, of the transcript, you requested that the comparison 
shown in table 8, page 24, of the union’s statement be revised to show the im- 
pact of real fringe costs. The increase would be 64.8 percent instead of the 
52.7 shown in table 8. The source for fringe costs was data published by the 
American Iron and Steel Institute. 

Mr. Botron-Smiru. Mr. Chairman, may I ask a question ? 

Senator Kerauver. Mr. Bolton-Smith. 

Mr. Botron-Smiru. ‘Sir, have you read the proposal by Mr. 
Blough called “Inflation and what the Congress might do about it” ? 

Mr. Brupaxker. Is this something which was submitted to this 
committee ? 

Mr. Botron-Smitn. That is right. 

Mr. Brupaxer. I am afraid I have not had that given us yet. We 
have not seen it. 

Mr. Botron-Smitru. It appeared to me to suggest that greater 
production and skill would contribute to relaxing the inflationary 
pressures. 
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Mr. Brusaker. Greater what? 

Mr. Bouron-Smirn. Savings and increase of productive capacity 
resulting in greater production of steel. Now, I will come to the 
specific question: If the increased productivity per year were shared 
to a greater extent than is now the case by depreciation, what would 
be your idea as to the effect of that on increased plant capacity, in- 
creased production of steel and relaxed pressure on steel prices? Per- 
haps a few words now, and then later on you might wish to submit 
something after you have read Mr. Blough’s statement. 

Mr. Brusaker. If you want we will be glad to do that. I have not 
seen the statement. I would like to point out, however, that it is not 
the capacity limitation of steel which 1s responsible for this most recent 
price increase in steel, as it has not also been responsible for several of 
the others we have had in recent years. As you probably know, steel 
is operating presently and was at the time it made its price increase at 
a rate 20 percent below capacity, and yet it found it convenient and, it 
said, necessary to raise its prices under those circumstances. I am 
certainly inclined to believe that the mere increase in the capacity of 
the steel industry is not going to bring us either reduced prices or less 
so-called pressure for price increases as long as the industry is in a 
position, as it now is, where it can do almost anything that it wants 
to do on prices. I might add further that the industry also has stated 
publicly, in fact I think even Mr. Blough has, that if it is to increase 
its capacity significantly above the present levels, it is going to have to 
do this on a fully integrated and very expensive basis, and such an 
expensive basis that this is going to reduce the amount of return per 
dollar of sales that the industry has, and I would venture to almost 
predict that if the industry has to build more expensive capacity to 
expand, it is not going to reduce prices, it is not going to forgo increases 
in prices. 

I would venture to say it is going to increase them to try to increase, 
not just to hold its own but to try to increase its return per dollar of 
sales as it has done in the past. 

Mr. Bouron-Smiru. Mr. Chairman, I don’t think we need go into 
that further. I merely mentioned it because it would imply taking a 
proportionately larger percentage of the annual productivity increase 
for depreciation. 

Senator Keravver. If you will take a copy of Mr. Blough’s discus- 
sion, if you wish to make any further comment about it, we will be 
glad to have it included in the record. What you say about increas- 
ing prices when an industry is operating at 80 percent capacity would 
certainly indicate that drying up the source of money or drying up 
credit—the hard-money policy—is not an appropriate remedy for the 
kind of inflation we are having today. 

Mr. Brupaker. I think that is certainly true, and I am very sure 
that all the drying up of credit which the Government can do is not 
going to stop either steel expansion or increases in steel prices. 

The steel industry has been able, in the main as an industry, to ex- 
pand its capacity tremendously in recent years, with virtually no re- 
course to credit of any sort. It has been able to do it out of retained 
earnings, out of what we label too high prices of steel. 

Senator Kreravuver. For instance, you refer to the fact that in 1956 
United States Steel plowed back $178 million, in 1955, $222 million, 
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into the business, and that was after paying the Government a 52-per- 
cent tax. 

Mr. Brusaker. And in 1957 unless they raise their dividends tre- 
mendously or go down to 50 percent of capacity, they are going to 
plow back a figure which will dwarf those 2 you have stated by a 
tremendous margin. They are at the moment earning net profits in 
the first half of the year at a level which, related to their dividend 
payments so far in this year, would leave $300 million for the corpora- 
tion alone in increased retained earnings at the end of this year. 

Senator Krerauver. After taxes ? 

Mr. Brupaxker. Yes, after taxes. 

Mr. Cuumpnris. If they maintain the level of the first 3 months of 
1957 ¢ 

Mr. Brusaxer. The first 6 months; and I think they expect to do 
that well. 

Mr. Cuumprvus. John Blair made a prognostication of that, and I 
think Mr. Blough said he hoped Mr. Blair is right. 

Mr. Brupaxer. I think Roger was jesting with you a little bit 
when he said that. Not only” do they expect to do as well in the 
second half as they did in the first half, they expect to do better. 
And if they do not expect to do it out of their operating rate, they 
ex ope to do it out of the price increase that they just slapped on steel. 

ou put the two things together, and you are going to get as good 
a second half as you have a first half. 

Mr. Bua. Just for the record, I want to say that I was not trying 
to make a prognostication, but merely to show what their rate for the 
year would be if it ran in the last half at the rate that prevailed in 
the first half. 

I personally question seriously whether they will achieve that level 
of operating rate. 

Mr. Brusaker. We have used the same kind of extension of the 
first quarter or first half figures in our statement. We do it without 
any thought at all of prophesyi ing as to what the year is going to be. 

But I would venture to say that a simple extension of these first 
quarter and first half rates to the full year will give a far better es- 
timate as to the likely result for the year than any “amount of guessing 
from last year’s results, where there was a strike, or from a period 10 
years ago, or something pulled out of the hat will give you. 

Senator Keravver. All right, Dr. Brubaker, will you proceed now. 

Mr. Brusaxer. There is one further item on productivity. It is 
the union’s position in addition that unless workers do share in pro- 
ductivity—proportionately, at least, in the productivity increases— 
the amounts which will be left for the other sharers of production— 
for profits, for instance—will be so great that it will seriously upset 
whatever balance there presently 1s in purchasing power in our 
economy, so that we can well be in serious danger of having a great 
number of our consumers in our economy », the workers who 
work at production jobs—having insufficient funds and insufficient 
purchasing power to maintain our economy, even on the level at 
which it now operates. 

Senator Kerauver. Where are you at now ? 

Mr. Broupaxer. This was just an interpolation. I can find you a 
page where we said that, too, if you want. 

Senator Keravver. Go ahead. 
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Mr. Brupaker. I am now on page 5 at point 11. 

The July 1957 wage increase, which we have listed as 1514 cents 
per hour or 5.9 percent 

Senator Kerauver. At some point do you discuss the difference 
between your figure of 15.5 and the company’s figure of 19 something ? 

Mr. Brusaxer. If I can ever get beyond the introduction of this 
statement, I will be delighted to do it, Senator. 

Senator Kerauver. We will not ask you about it now; but you do 
discuss it ? 

Mr. BrupaKker. We have not discussed it in this statement, for the 
simple reason that we prepared this statement before the steel in- 
dustry testified, and therefore we did not know what they were going 
to testify. 

But I have made some marginal notes at an appropriate place 
where I do discuss the amount of the wage increase, to try to take into 
account what the industry said, and I will interpolate at that stage, 
if I may. 

Senator Keravuver. Very well. 

Mr. Brusaxer. The percentage figure which we have used here 
is based on the Bureau of Labor Statistics figure of $2.62 for gross 
average hourly earnings. It would be s signific antly smaller as a per- 
centage if you based it on the figures which United States Steel has 
claimed as being the total average employment cost. As I remember, 
they used a figure in their price announcement back on June 28 of 
approximately | $3.31 per hour gross employment cost. 

I note that in their recent statement to you, they upped that figure 
by another 5 cents, and I can be sure none of us got any extra in- 
creases that would account for this 5-cent increase. 

But use of those figures would reduce our July increase to 4.7 per- 
cent as compared w ith this 5.9. This July wage increase could have 
been absorbed in its entirety out of the 1957 productiv ity increase of 
5 percent to date this year, because total employment costs are only 
approximately 35 percent of sales in the industry, and the impact of 

a 5.9 percent wage increase is, therefore, only 2.1 percent, and because 
with this sizable productivity increase, unit costs show no increase 
at all but, instead, a decline. 

Senator Kerauver. Mr. Brubaker, you say that employment costs 
are approximately 35 percent of sales. The United States Steel 
Corp., in Mr. Tyson’s testimony, said that for United States Steel 
it was 39.7. 

Mr. Brupaxer. Yes. I think no one will quarrel 

Senator Kerauver. You are talking about the industry as a whole, 
and not United States Steel ? 

Mr. Brupaxer. Yes. I stated this orally, that this 35 percent 
figure is for the industry. 

Senator Keravuver. Very well. 

Mr. Brusaxer. The industry’s figure is smaller for several reasons, 
but the major one is the fact that United States Steel’s operation is 
a more integrated operation than some of the other steel companies, 
and insofar as it is more integrated, the total employment bill is 
somewhat higher as a ratio of sales. 

In other words, if a nonintegrated company can go out and pur- 
chase scrap or purchase pig iron and use that as the base for starting 
their steelmaking operation without making those products, w ithout 
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mining the iron ore, without mining the limestone, and so on, as 
United States Steel does, obviously its total employment costs as a 
ratio of its sales dollar are going to be somewhat smaller than are 
United States Steel’s, enough smaller that it brings the average for the 
industry down to approximately 35 percent. 

Mr. Brat. Presumably they would be offset by higher material 
costs. 

Mr. Brusaker. Yes, sir, and they are, if you will look at the 
industry’s material cost figure. 

Senator Kerauver. Let us get that clear. You mean in that case 
United States Steel’s material costs would be cheaper? 

Mr. Brupaker. Per ton, certainly cheaper than are the material 
costs of the nonintegrated producer. 

Senator Keravver. All right, sir. 

Mr. Brupaxer. That is almost elementary. I do not think anybody 
could quarrel with that. 

Mr. Buarr. I might say if they do quarrel with that, the only con- 
clusion would be that integration of that type represents an inefficient 
operation. 

Mr. Brusaxer. I am not going to put the label of “inefficient” on 
them. They can put it on themselves if they want. 

I am sure, however, if you will examine the sales dollar distributions 
of several of the other less integrated companies than United States 
Steel, you will find that their ratio of total employment costs is sig- 
nificantly less than United States Steel, and that their ratio of ma- 
terials purchased cost is significantly lower than is United States 
Steel’s, and these are their own figures. These are not something 
that we have guessed at or that we have made up out of thin air. 

Even if added wage costs in 1957 were to be met. only out of that 
share of the increased product which is represented by employment 
costs, it would require only a fractional further productivity increase 
of 0.9 of 1 percent in the latter part of 1957 to permit full absorption 
of the 1957 wage increase just out of the share which employment costs 
represent in this increased productivity. 

That simply is a comparison of the 5.9 percent figure as shown you 
up above, with the 5 percent increase in productivity, and getting the 
difference. That is the 0.9 of a percent. 

A future productivity increase of as little as 4 percent, if applied 
solely to the offsetting of the 1957 wage increase, would permit absorp- 
tion of the full wage increase without any increase in prices, and would 
still leave net profits and return on net. worth at peak levels—levels 
even higher than those already indicated for 1957. 

This would be true even if United States Steel’s 21-cent estimate of 
the wage increase was accepted and used. This is a measure of the 
industry’s ability to absorb wage costs, if it so desires. 

Need I say at this point that the union does not agree with the 
corporation’s estimate of 21 cents, and we will disagree in detail later. 

Mr. Botron-Sairu. Mr. Chairman, this 5 percent alleged to be the 
productivity increase in 1957, is that the same 5 percent that you were 
discussing earlier ? 

Mr. BRUBAKER. Yes, sir. 

Mr. Botron-Smiru. Related to the 2.9 percent average productivity 
increase over the years? 
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Senator Kerauver. That is the same one, and he makes the point 
that it is 4 percent instead of 5 for 1957. 

Mr. Brupaxker. No, I am using even a lower figure. 

Senator Krrauver. That would permit the absorption of the full 
labor increase. 

Mr. Brusaxer. Twelve. An analysis of the financial reports of the 

25 leading steel companies, and these are shown elsewhere, comprising 
92 per cent of the entire industry, shows for 1957, at a first quarter 
annual rate—this is first quarter only, because at the time we prepared 
this we did not have the first half figures. Those will not significantly 
change any of the figures here shown—returns of profits for 1957, 
they ‘show ‘profits for this 92 percent of the industry. 

And these are taken from these individual companies’ own stated 
financial reports, and not from anything, again, which we have esti- 
mated at all. 

They show profits before taxes at an annual level of a little more 
than $21 billion. This is a new record for these 25 companies, a new, 
all-time record. 

It is an increase of 23.3 percent over the prior peak year, and you 
have to go back 2 years to find that prior peak, back to 1955. 

In terms of net profits, it shows these 25 companies earning net 
profits after taxes at an annual rate of $1,252,000,000, which again is 
a new record, which i is an increase of more than 21 percent over 1956, 
which was the prior peak year for these 25 companies. 

In terms of return on net worth, profits before taxes as a rate of 
return on net worth were at a level of 15.9 percent for these 25 com- 
panies—pardon me, 28.4 percent, which again is a peak return for the 
postwar period, except for the distorted Korean period. 

In terms of net profits after taxes as a rate of return on net worth, 
the figure is 14.1 percent, which is a peak return for the postwar 
period, without any exceptions. 

In terms of shares of the sales dollar, for this comparison we used 
22 companies only because there were only 22 companies where we 
had a consistent series running back the entire period for which we 
were attempting to do comparisons, and we wanted to use the same 
companies for all years—in terms of shares of the sales dollar, profits 
before taxes were at a rate of 15.9 cents out of each of those sales 
dollars. 

This again is a peak return for the postwar period, except for the 
Korean period. 

In terms of net profits, the rate was 7.9 cents, again a peak return 
except for the Korean period. 

In terms of dividends: the 25 companies were paying dividends at 
the rate of $482 million per year, a new record, all-time, up 1314 per- 
cent over the prior peak year, which was 1956. 

Now, these are not just high figures, high-dollar figures, as they 
have been labeled by some. These are new records, new peaks, every 
one of them, with the limitations that I have indicated, and they are 
very few. 

Senator Kerauver. We are going to go on to 12 o’clock, but let us 
have a 10-minute recess at this time. 

(Short recess. ) 

Senator Kerauver. We will resume now. Dr. Brubaker, will you 
continue ¢ 
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Mr. Brusaker. When the steel industry profit and operating data 
for 1956 are compared with all manufacturing data for the same year, 
which is the latest data available to us for all manufacturing, it 
becomes evident that the steel industry’s profits and dividends have 
increased several times as fast since 1947 as have the correspondin 
figures for all manufacturing. And the rate of return on net wort 
and profits as a share of the sales dollar rose in steel at the same time 
they were declining in all manufacturing. These comparisons are 
potent indicators of the inflationary pricing policy followed by the 
steel industry. 

For United States Steel Corp. the corresponding figures to those 
which we have just given you for the industry, based again on projec- 
tions from the first quarter of 1957, are even more favorable than 
were the foregoing comparisons for the whole industry. 

They showed, for instance, in terms of profits before taxes of 
United States Steel an annual rate of $925.9 million, getting up close 
to a billion dollars. This is a new record for the corporation. It is 
an increase of nearly 26 percent over the prior peak year, 1955. 

Senator Kerauver. The figures are now in for the first 6 months. 
Are they substantially all 

Mr. Brupaxer. They would even fractionally raise the percentage. 
The figure for the corporation as I remember is I think $926 million. 
I have it somewhere here handy. 

Senator Kerauver. It has already been put in the record for the 
first 6 months. 

Mr. Brupaker. I was within a tenth of a million. The figure is 
$926.8 million as compared with this $925.9 million rate for the 
first quarter. That isthe 6 months’ rate. 

Senator Keravuver. The profit on net worth for the first 6 months 
is 8.2 percent, from the figures from the Federal Trade Commission. 
Will you proceed, sir ? 

Mr. Brusaker. That, of course, would be a quarterly rate only, 
which you would need to multiply by 4 to get an annual rate com- 
parable with these other annual rates. 

Senator Kerauver. That would be multiplied by 2. 

Mr. Brusaker. You said 3 point? 

Senator Kurauver. No, I said 8.2 for 6 months. 

Mr. Bruspaxker. You have to double that then to get your annual 
rate. 

Senator Kerauver. Annual rate on the first 6 months experience 
would be 16.4 percent. 

Mr. Brusaker. Running through these other figures on the cor- 
poration, they earned net profits at an annual rate of $461.9 million, 
again a new alltime record up nearly 25 percent over the year 
1955, which was their ‘prior peak. The return on net worth 
before taxes, 30.2 percent and net profits as a return on net worth at 
arate of 15.1 percent which is an alltime peak, never exceeded before 
by the corporation in any year in its entire history. 

This figure is computed on the basis of adding to the net worth 
at the end of 1956 the amount of retained profit which is estimated for 
the year based on the rate of dividend payment and the rate of 
net profit so far in 1957, so that we have worked up what amounts 
to an estimated year ending net worth and have divided that into the 
net profit. This would account for a lower rate I think, a slightly 
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lower percentage rate, than the Federal Trade Commission uses. But 
in either event, even in the way we have computed this which is a most 
conservative method of computation, it gives you a record for the 
corporation which is at an alltime peak. 

Senator Keravuver. An alltime peak excluding the Korean period? 

Mr. Brusaxer. No, this goes clear back to 1902. You will not find 
a year in the corporation’s s entire history when they have earned this 
much on their net worth. They have earned more on the sales dollar 
in a few years than the figures for 1957. They have never earned 
this much on their net worth. In terms of shares of the sales dollar 
profit before taxes in 1957 is at a rate of 19.8 cents, which is a postwar 
peak including Korea. 

The same is true of net profits where the rate is 9.9 cents. 

Senator Krrauver. Mr. Tyson said that net profits based on sales 
for 1956 was 8.2 percent. 

Mr. Brupaker. Just a minute. 

Senator Keravuver. This refers, I take it, to your first quarter? 

Mr. BrupaKker. If you are talking about 1956, I think that is accu- 
rate. In fact, I’m quite willing to accept Mr. Tyson’s figures on this. 
We would use the s same figures to arrive at it as he did. 

Senator Keravuver. I have refreshed my memory. On page 15 of 
his statement it says 8.2 based on 1956. What is your 9.9 based on? 

Mr. Brupaxer. Incidentally, if you will turn to page 35 of our state- 
ment, Senator, pent will find that we have for United States Steel this 
same figure, an 8.2 rate for 1956 and a 9.9 rate for 1957. The 9.9 rate 
is based on actual sales and actually stated net profit in the first quarter 
of 1957. The rate for the first half will come out on the nose to this 
same figure. 

Senator Kerauver. Let me see if I understand that. You say the 
rate for the first half will come out the same amount in 1957? 

Mr. Brupaker. Yes, sir. 

Senator Krrauver. Does that reflect the increased costs in the price 
of steel ? 

Mr. Brupaker. It doesn’t reflect this $6-a-ton increase; no. It re- 
flects that increase which they made, those increases in extras and the 
base prices that occurred around the turn of the year; yes. 

Those are reflected in the higher rate of return ene 1957, but this 
$6-a-ton increase is not included in here at all, and it is entirely pos- 
sible, and I think even probable, that it will raise this rate of return 
per dollar of sales. It certainly will unless a lot of their other costs 
go up a lot more than there is at present any prospect of their doing. 

Mr. Buarr. Or if their rate of operation remains relatively low, 
correct ? 

Mr. Brusaxker. Unless it turns down significantly. If they could 
earn as good a rate of return on the sales dollar in the second quarter 
when their rate was already well down from the first quarter level as 
they did in the first quarter, it doesn’t necessarily mean that a further 
drop in operating rate would necessarily mean a lower rate of 
return on each sales dollar. Partly, of course, you get a greater 
reflection in the second-quarter figures of the price increases that 
occurred during the first quarter, and were not fully reflected there, 
but if you take into account the price increase of July, I think there 
is every reason to believe that this rate of return experienced in the 
first half will be the rate for the year, or even a slightly higher rate 
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than this rate. Now the only reason—I won’t say the only reason ; one 
of the major reasons—why there is such a large difference in the rates 
for the two years, and why 1956 is a lower rate than 1955, is the fact 
that there was a strike in 1956. 

It did reduce this rate. If you couple that with the price increases 
which increased margins of profit per sales dollar, you can account 
for the difference, the increase in the share of the sales dollar that goes 
to net profits. 

Mr. Cuumpris. I don’t know whether this would be a good time to 
bring this up, but Mr. Brubaker’s statement—— 

Mr. BrusaKker. Whose? 

Mr. Cuumeris. Mr. Backman, excuse me. He points out in deter- 
mining net worth on page 69 of his printed booklet—have you seen it? 

Mr. BrusaKer. Part of it. 

Mr. Cuvumpris. He breaks down return on net worth adjusted to 
reflect replacement cost at 6.5 percent as against 15.4 taking into con- 
sideration the depreciation allowance permitted under the law. Have 
you any comment on that? It makes a big difference then in your 
figures on return on net worth. 

Mr. Brusaxer. I honestly would prefer not to discuss his state- 
ment since I understand it is not part of the record, but I will say in 
response to the general question you raise, there is an element of truth 
in the allegation made that the rates of return over the years are not 
strictly comparable because of the inflation which has occurred. I 
do not agree to the slightest degree with the method of computation 
which he has used. 

I think it grossly understates the rate of return, the comparable 
rate of return. I hope if we can get to that point in the statement, to 
indicate that there is far, far less understatement of net worth than he 
would pretend or than others would pretend. We have had a very 
sizable increase in steel capacity and a very sizable replacement of old 
facilities with new facilities at the higher, at the cheaper dollar rate 
if you will, which is in part at least reflected in the current net worth 
figures, and if you notice the net worth figures have been climbing 
significantly for the corporation and the industry in recent years, in 
part a reflection of the fact that you do have a lot of this new capacity 
and replacement capacity at these cheaper dollars. 

Mr. Bouron-Smiru. Mr. Chairman, might I ask one question? 
They have the figure of the amount of investment in property per 
worker. 

Mr. Brusaker. The amount of investment in property per worker, 
no, but. I suppose we could compute a figure from our own reports. 
I am afraid it would be a fairly meaningless figure, however. 

Senator Krrauver. Suppose you proceed and we will take that up 
later. 

Mr. Brunaker. Incidentally, I might state in terms of this rate of 
return on net worth which United States Steel says is now no longer 
comparable with prior years, that it wasn’t too many years ago when 
United States Steel and a lot of these other companies reported their 
return on net worth as being a significant figure and one which did 
have comparability with prior years. 

They did it at a time when other prices, at least, were declining 
signi fics intly in the 1930’s, and when the rate of return, if this analogy 
holds true in the nature of the degre claimed, then the rate of return 
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was actually understated—as I have said, I do not claim these figures 
are precisely comparable over a long period of years, but I am certain 
they have a very great significance even if not quite as great a one 
that appears from just the figures computed from their own book 
value. 

There is one other comparison on United States Steel which I think 
we ought to make, and it may be of interest to the committee. We 
have taken the stated profits of United States Steel, both before taxes 
and after taxes, and have divided those profits by the total man-hours 
which United States Steel claims are worked by all employees of the 
corporation—not just those in steelmaking but all employees—and 
they show that in 1957 the corporation is earning profits before taxes 
at a level of $1.80 for every hour that is wor ked wi every employee 
of the corporation. This isa rate, a yearly rate of growth in profits 
per man-hour before taxes of 15.7 percent per year ‘compounded an- 
nually since 1939. The rate of net profits per man-hour is nearly 90 
cents for every hour worked. It is also a new record. It is a ye early 
growth rate of 13 percent per year compounded annually since 19: 39, 
These figures are both in sharp contrast to the figure which United 
States Steel gave you as to the growth in total employment cost per 
hour compounded annually since 1940 which I think they listed as 8 
percent per year. In fact the profit before taxes figure is nearly 
twice as large as this figure. 

Now it is fair, I think, to compare this rate of $1.80 per man-hour 
before taxes with the present average hourly earnings of steel workers 
of $2.62 per hour. Since it is out of profits before taxes that the steel 
corporation and the industry has to absorb hourly wage increases if 
they are going to absorb them. As you can see, there is within $1.80 
a fairly tremendous margin for absorption if they wanted to absorb. 

Mr. Brame. Dr. Brubaker, there is just one question I have here: I 
have difficulty getting into my mind the meaning of this measure of 
profits per man- 1-hour. Certainly i in even the most competitive indus- 
tries, profits per man-hour could be expected to rise with improved 
mechanization. The general trend would be true for industry as a 
whole for profits to rise merely as a result of increased mechanization. 
If that is true, what significance can attach to a measure of that type? 

Mr. BrusaKer. I won’t quarrel with what you said, Dr. Blair. 

The significance, however, is in our opinion simply this, not that 
there is any precise level of profits per man-hour which is proper 
or improper or too high or too low, but simply that if you are going 
to try to find a measure to see how much of an impact on profits a 

wage increase will have, this is simply a convenient measure of doing 
SO. 

If, for instance, as we have noted here, the rate of profit per 
man-hour for United States Steel is $1.80, we do know we could take 
a 15 cent per hour wage increase off of those profits before taxes and 
you will still have left, as you can see, by far the major portion of 


the profits before taxes, and this was simply to try to give you a 
measure converted into the same kind of a measure as wages—a per 
man-hour figure. 

So you could see how much there still is left once you have taken 
a wage increase, if you will, absorbed the wage increase out of the 
existing level of profits per man-hour. 
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Mr. Buatr. Yes, of course, but there is a cost to the company in 
installing the labor-saving devices which will result in the increase 
in profit per man-hour. What I am trying to get here is what does 
it reflect other than a mere shift from labor utilization to greater 
capital utilization, and if at the latter, if that is all it represents, what 
real significance does it have? 

Mr. Brupaker. I suppose the greatest significance of this other 
than trying to find you a handy tool for seeing the possibilities of 
absorption of labor cost which we thought might be helpful to you is 
that it does give you a measure to put in proper perspective the claim 
which the corporation and the industry have been making now for 
the last 3 or 4 years, that total employment costs per man-hour for 
them have gone up so phenomenally. They have repeated again and 
again this Sire of 8 percent compounded per year since 1940, so we 
thought it might be helpful just to see what has happened to profits 
per man-hour in the same period. 

After all, both profits and employment costs are part of this sales 
dollar, so you are trying to talk about the compound growth in one 
over a period of years per man-hour, I think it is entirely appropri- 
ate that you should look at the compound growth in the other per 
man-hour over the same period. 

If you look at that, you will see, as we pointed out, that the rate of 
growth in profits per man-hour is almost double over this fairly long 
period of 16 or 17 years, the rate of growth of employment costs as 
alleged by the corporation and the industry. 

Senator Keravuver. Your table on page 30 has the net profit per 
man-hour in 1939 at 0.100. That is 10 cents, 

Mr. Brupnaker. Ten cents, yes. 

Senator Keravver. In 1957 the first quarter is approximately 90 
cents. I think that is the usual comparison. Proceed. 

Mr. Brupnaxker. Particularly if you will look at that same table 
and look at the last column on the table where we have listed in a 
similar column the gross average hourly earnings which are received 
by employees in the steel industry over the same period, there you will 
notice that from a 1939 figure of 84 cents an hour gross average 
earnings have come up to $2.62 in the first quarter of the year, a growth 
of a little more than 3 times the figure of 1939. Now you look at 
the profits per man-hour. The net profits per man-hour have gone 
up approximately 9 times during that period, and profits before taxes 
nearly 14 times. 

Mr. Buarr. Of course, the increase in profits per man-hour can 
be due not only to increased mechanization. It can also be due to con- 
trol of price, to price increases that are above and beyond any increase 
in cost. I imagine it would be your position that in the shock industes 
at least the increase has been due to both factors. 

Mr. Brupaxer. That is correct, yes. In fact as I remember, even 
Roger Blough came to our assistance on this score in discussing the 
increase in profits in the corporation in the first quarter of this year, 
in which he stated that the ratio to the sales dollar had increased, and 
he said part of the reason for this 9.9 figure in the first quarter was 
the fact that they were feeling some of the price impact of the price 
increases made in 1956, in mid-1956 and at the end of 1956. 

Mr. Buarr. Part of the increase is due to mechanization but you 
would hold that part of the increase is due to an increase in prices? 

95009—58—pt. 2——19 
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There is no way of differentiating, as between the two, is that correct? 

Mr. Brusaxer. I think that is correct. I won’t say it is impossible 
but we have found no way of doing it. 

Now, in terms of the steel price increases, we discussed yesterday in 
going over these points in our conclusion the amount of the price 
increases during the last year’s time. 

I would just remind you of what that figure was, $19.50 per ton 
in a little less than a year’s time composed of the $8. 50 last summer, 
the $5 both base prices and extra increases through December of 1956 
to March of 1957 and the recent $6 increase in July of 1957. There 
are those in the steel consuming industries whom I have heard specu- 
late on the question as to whether or not this business of adding 
increases in extras and in selected base prices at times other than the 
wage increase announcement, as to whether or not that is not becoming 
a practice in the industry w ‘hich they should in the future count on 
seeing happen. I don’t know whether this is a part of the industry’s 
intent. It has now occurred on at least four different occasions in the 
postwar period, in which they have made this kind of an extra increase 
over and above the one they made at the time of the wage increase. 
In fact, in some other years there have been across-the-board base price 
increases in addition to the so-called selected increases, and these 
selected increases can, as you know, add up to a very significant 
increase in the price of steel in a relatively short time. 

The increase in the cost of steel to the immediate steel purchaser 
and in the revenue to the steel industry in this last year has been 
between 15 and 16 percent. 

Senator Keravver. Dr. Brubaker, what page are you on? 

Mr. Brupaker. Page 8. 

This most recent $6 increase is in our opinion one of the more inde- 
fensible ones made by the industry. It is claimed as you know that 
it was caused primarily by increased wage costs. Yet this increase 
came at a time when the industry and the steel corporation both had 
just experienced one of the best 6 months ever in the first half of this 
year. In fact for United States Steel Corp., for which we have jotted 
down some figures at the top of page 9, you will note that the first 
quarter for United States Steel—and this will be equally true for the 
first half—showed the highest net profits in the history of the corpora- 
tion, a new peak in profits before taxes, record sales despite a first- 
quarter drop in shipments re the same quarter of 1956, the highest net 
profits per man-hour ever earned, the largest dividends ever paid and 
the greatest rate of return on net worth ever earned. 

In the light of that record, the corporation and the industry still 
felt called upon to increase their prices in July and to attempt to 
blame this on the union. 

The increase in revenue to the steel industry based on first-quarter 
shipments we have indicated as $545 million for the first quarter, and 
based on first-half figures of $530 million. For United States Steel 
roughly $80 million for a half year, which is the half left yet in 1957, 
$160 million for a full year. The rate for the half year would be 
roughly $78 million for United States Steel for a half vear based on 
their first half shipments, or roughly $156 million for a full year. 

It should be apparent in our opinion in looking at all of these facts 
which we have just shown to you, that no price increase at all was 
necessary in July of 1957. In fact, it is our contention that the 
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corporation, had it been willing to do so, could have reduced its prices 
by $6 a ton on July 1, it could have absorbed the cost of the J a) wage 
and fringe increase for the balance of the year and would still have 
earned the highest net profits in its history, within a range of $387 to 

2 million as compared with the prior peak profits for a full year 
of $370 million in 1955. The entire industry would also have re- 
corded peak profits with a similar price reduction instead of a price 
increase. 

The mathematics of those calculations are indicated in the foot- 
note at the bottom of the page. I don’t think there should be too 
serious question about them. I would call your attention only to a 
couple of things in the calculation. 

You will note that we have, in computing the cost of our wage 
increase to the corporation, we have actually extended, as it were, that 
increase to all employees of the corporation, whether represented by 
the union or not. 

It does not take into account the testimony of the corporation since 
we did not have this, that they give a bigger cents-per-hour increase 
to other employees than they give to steel workers. 

If you were not to talk about a price reduction on July 1, but were 
simply to say, “Wouldn’t it have been reasonable for the corporation 
and the industry to hold prices at the levels at which they then were 
without an increase and without a reduction, and absorb the cost 
of the wage increase, what then would have happened ?” 

A similar calculation will show that the corporation could have 
held prices where they were without this $6 a ton increase and could 
have made greater net profits for the year within a range of $425 to 
$442 million. 

Actually the absorption of the cost of this wage increase in our 
opinion would not have reduced profits at all, since productivity for 
the balance of the year is certainly on the increase, since man-hour 
requirements per ton of steel are declining as productivity increases. 

enator Krrauver. This $425-$442 million refers to the industry 
as a whole, does it not? 

Mr. Brupaker. No, that is for United States Steel Corp. That 
would be net profits after taxes. That is based on a calculation pre- 
cisely similar to that in the second footnote at the bottom of page 
9 except in this calculation we did not deduct an amount for a price 
decrease as we did in that prior example. 

We just counted no increase or no decrease in prices. In fact, if 
we were to take into account the increase in productivity which is 
occurring, and if we were even to carve this down and say 5 percent 
may be a little bit high as to what we might expect because of this 
lower rate last year, and talk about a 4 percent increase productivity, 
and take into account only the absorption of the wage costs since those 
are the only increased costs that we actually know that have occurred 
or will occur, you would find that a similar computation for United 
States Steel’s profits which we have done for the industry on page 
38, would yield United States Steel a profit for 1957 within a range 
of $466 to $484 million, a figure rapidly approaching the half billion 
dollar mark. 

Mr. Buarr. Dr. Brubaker, just one brief question for clarification, 
Your footnote showing the details of your calculation at the bottom 
of page 9 shows the increased cost per man hour at 15.5 cents. Am I 
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correct in my understanding that this does not include your estimate 
for the so-called indirect effects of the wage increases which I think 
you have estimated to be 1.4 cents additional, making a total of 16.9? 

Mr. Brusaxker. You are mostly correct on that, Dr. Blair. Again 
this estimate was prepared prior to the time that you asked us to 
submit to you an estimate of the indirect effects. Actually, if we 
are to include the indirect effects of this increase, we would come u 
with the figure of 16.4 cents rather than 16.9 cents, because I thin 
it is entirely appropriate in this calculation to reduce the cost of the 
Sunday overtime premium which we had shown as part of the 1514 
cents at a figure of 2.8 cents to 11% cents, and this would bring that 
total figure down then instead of 16.9 to 16.4 

Mr. Biatr. Would you mind for the record including a calcula- 
tion similar to the one shown at the bottom of page 9, based on first 
16.9 cents and secondly based on 16.4 cents? 

Mr. Brucker. Yes, we will be glad to do so. 

Senator Keravver. If you will furnish that, we will make it a 
part of the record at this same point. 

Mr. Brupaxker. I assure you, however, that it will not significantly 
alter these figures. 

(The document referred to follows :) 

On page 1363, volume 13 of the transcript, Mr. Blair requested that the cal- 
culations shown on the bottom of page 9 of Mr. Brubaker’s statement be re- 
calculated on the basis of a wage cost of 16.4 cents and 19.4 cents per hour. 

Calculated on the basis of first half 1957 data as follows: 

Annual rate of profits before taxes $926.8 million. 

Annual rate of shipments 26.0 million tons. 

Annual rate of profits before taxes of $926.8 million; less $78.0 million for 
price decrease (shipment for one-half year, 13 million tons times $6 price de- 
erease) ; less $42.2 million for wage and fringe increase (16.4 cents times man- 
hours for all employees, i. e. 270,788 employees times 950 hours for one-half 
year) $806.6 million profits before taxes times 48 percent equals $387.2 million 
net profits. If the actual first half ratio of net profits to profits before taxes 
Scat percent is used instead in this calculation, net profits would be $402.5 
m i 

If 19.4 cents is used as the July 1957 wage and fringe cost, the appropriate 
reduction for such wage cost would be $49.9 million (19.4 cents times man-hours 
for all employees, i. e. 270,788 employees times 950 hours for one-half year). In 
that event the calculation would be: Annual rate of profits before taxes $926.8 
million; less $78 million for price decrease; less $49.9 million for wage and 
fringe increase equals $798.9 million profits before taxes times 48 percent equals 
$383.5 million net profits. If the actual first-half ratio of net profits to profits 
before taxes of 49.9 percent is used instead in the calculation, net profits would 
be $398.7 million. 

Mr. Brupaker. The union thinks that it is obvious to any fair- 
minded person that the 1957 wage increase did not cause the steel- 
price increase in any commonsense meaning of the term of cause and 
effect. Perhaps, however, it would be useful if we took a brief look at 
this 1957 wage increase to see what is involved. That will get to the 
point which you have just raised, Dr. Blair. 

The increase which we received in July of 1957 is shown for you on 
table 2, on page 11; it is composed of several items as indicated, a 
general wage increase of 7 cents, an increase in the increment between 
job classes which has a weighted average cost of 1.3 cents, an increase 
in the earnings to the incentive workers which we have called the 
impact on incentives of eight-tenths of a cent, an increase in the Sun- 
day premium which we have shown as 2 cents, an increase in the 
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holiday premium paid for work on holidays—in fact this isn’t an 
increase, this is the institution of such a premium. The Sunday 
premium we estimated on the basis originally of United States Steel’s 
own experience of Sunday hours actually worked in 1955. This isa 
figure which they submitted to us prior to our 1956 negotiations, It 
is evident, however, that subsequent developments have brought a 
reduction in the number of Sunday hours worked. This is partly 
true because we did permit the corporation and the rest of the industry 
to reschedule some of their operations in order to avoid the payment 
of this Sunday premium, because we were interested in trying to 
reduce the amount of Sunday work. 

As a result, based on the American Iron and Steel Institute figures 
of hours worked on Sundays at the present time this figure would not 
be 2 cents but would be 114 cents for the Sunday premium, the holi- 
day premium four-tenths of a cent as noted, the cost-of-living adjust- 
ment, which was made at the 1st of July 4 cents, and the other in- 
direct impact of this increase on such items as overtime, vacation pay, 
holidays which we have estimated for the committee, at its request, 
at 1.4 cents. 

That all added together comes up to a figure of 16.4 cents per hour. 
That is a figure which can be appropriately contrasted with the figure 
of 19.4 cents which the corporation has given to you. 

This in our opinion is a full, fair, and carefully calculated meas- 
ure of the full cost impact of the July wage increases. These calcula- 
tions are made on the basis of figures furnished to us by the steel cor- 
oe itself and on published American Iron and Steel Institute 

gures. We have submitted to the committee already and I believe 
you have made it a part of the record the method of calculation which 
we used to arrive at each of these figures. 

Seriously if you are interested in trying to reconcile the corpora- 
tion’s 19.4 cents with our figure of 16.4 cents, I am afraid you are 
going to have to ask the corporation to submit for you the method 
of calculation which they ae in arriving at their 19.4 cents. If they 
do give you that, perhaps you could reconcile this conflict. 

Senator Kerauver. We have put in the record what you submitted 
to us: 16.5. That was as of July 30, 1956. A breakdown on August 
6, 1957, has been made a part of the record. That totals 16.9. 

Mr. Brusaker. Yes. This was based, as noted I think, on calcula- 
tions made at the time of our settlement in 1956, except for the addi- 
tion of this 1.4 cents of indirect impact which we gave you 
subsequently. 

The 1614-cent figure which we submitted to you originally without 
the indirect impact except for incentives involved included a cent 
for the cost of pensions.. 

This is not an increase which became effective in July 1957. It is 
an increase which will not become effective until November, and it is 
an increase which the corporation itself in its list of the cost of this 
increase excluded on the ground that it had already been taken into 
account by the corporation last year. Therefore, if you wanted to get 
a truly comparable figure, you would have to take the 1614 cents we 
originally submitted to you. 

ou would have to knock off a penny for pensions to bring it down 
to 1514, and as I have indicated, you would fies to knock off another 
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half cent on the Sunday premium cost to bring it down to the revised 
cost calculations that we made on the basis of 1957 figures in that 
memo we submitted to you, which would bring that total figure then 
down to 15 cents. 

If you will then add onto it the 1.4 cents estimate of indirect cost 
we come to a 16.4-cent figure which we now say is as carefully cal- 
culated a figure of the cost and as precisely figured percentage of the 
cost increase as we can compute. 

Senator Kerauver. So 16.4 is your present estimate of what the 
oa increase was as of July 1, 1957. 

r, Brusaker. With all of its indirect impact and everything else 
that we can find that might have raised their employment costs. It 
does not take into account this additional figure which the corpora- 
tion I understand added to their figures of an even larger cents-per- 
hour increase that they gave to the people who are not members of 
our union, which they said was a part of their 21-cent figure. 

This is the figure which is comparable to their 19.4-cent figure. 
There is a difference really in our estimates here of 3 cents per hour, 
and if you want to reconcile the difference I am afraid you will have 
to ask the corporation to submit details as to how they computed 
their figure. 

They ought to be able to give you the same kind of detail which we 
gave you in our memorandum. 

Senator Keravver. In their figures, there is an item of the effect 
of above on overtime, vacation, and holiday pay together with in- 
creases to salaried employees, 2.8 cents, which is what the company 
claims to be the indirect effect. You say that applied to your people, 
that is 1.2? 

Mr. Brusaxer. Yes; and as I remember the corporations’ figure on 
this when they finally gave you a breakdown between our people and 
all of the rest of their people, they arrived at 19.4 for our people, and 
in order to get to their 21-cent average cost, you have the impact for 
the non-steel worker employees of a 26.6-cent increase or an average 
extra increase here of 1.6 cents above their 19.4 in order to get the 21 


cents. 

And of this 2.8, by their own subsequent figures submitted to you, 
1.6 cents of that amount is this extra increase that they gave to the 
salaried workers larger than the amount that they gave to the 
steelworkers. 

Senator Keravver. Let’s see again what you mean by this. In their 
written submission to us, for the pension program effective November 
1, 1957, they had nothing. You included 1 cent. 

Mr. Brusaxer. Which we now, in order to get comparability of the 
figures so that we are all talking about the July wage increase and 
nothing else, which is what they say they are talking about here, now 
has to be excluded, so that the pension cost would be shown as zero 
wae} it should appropriately 9 since there was no pension increase 
on July 1. 

Senator Krravver. This pension increase, you say, is something 
that was not part of the wage settlement of July 1, 1957? 

Mr. Brusaker. That is correct. It is a part of our total settlement 
with them. It has nothing to do with the July wage adjustment. 

Senator Keravver. I understand. 
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Mr. Brusaker. Incidentally, if you will take the 16.4-cent figure 
which we are now willing to use as a reasonable approximation of our 
July wage increase in terms of cost to the corporation, and multiply 
it by the 15.2 man-hours per ton, which is the industry figure we 
= you yesterday from the American Iron and Steel Institute records 

or the first half of 1957, you would find an increased cost per ton of 
steel arising from our wage increase and all of its indirect impact, of 
$2.49 as contrasted with the $6 price increase which they took. 

Senator Kerauver. But that does not include their other employees. 

Mr. Brupaker. This includes, if you want te use their figures, 19.4 
cents per hour for all of their other employees; or if you use our 
figures, 16.4 cents for all of their other employees. 

The fact that they have upped the ante when they grant a greater 
increase to the other people, is not taken into account. It will not 
significantly raise this figure, though. 

Mr. Cuvumprts. It also does not take into consideration the 17 to 19 
man-hours that United States Steel says is required. 

Senator Kreravuver. Let us get who is included in this, first. 

You multiply 16.4 by the American Iron and Steel Institute’s calcu- 
lation of 15.2 man-hours per ton of steel. That comes out to $2.49 
increase in the cost of a ton of steel. 

Just what employees had you included in your multiplication? All 
the employees, or only those covered under the steelworkers’ contract ? 

Mr. Brusaxer. This 15.2 figure, as you may remember from yester- 
day, is a figure computed from the American Iron and Steel Institute 
ae figures for the industry. This is not a United States Steel 

re. 

“We have assumed, however, that United States Steel’s figure is not 
significantly different than this industry figure. We had some discus- 
sion, you may remember, about that yesterday. 

Now, this figure includes, the Iron and Steel Institute figure includes, 
all employees who make steel. It includes the clerical workers, it 
includes the executives, it includes the salesmen who sell the steel—all 
who have anything to do with steel. 

Senator Krravuver. That is not just the members of your union, but 
all of the company’s employees ? 

Mr. Brupaker. Yes, organized and nonorganized, even manage- 
ment. 

Senator Kerauver. The 15.2 man-hours per ton is the American 
Tron and Steel Institute’s figure for the first half of this year. We 
discussed that yesterday. 

United States Steel had some estimates, one estimate based on 
1644, another estimate based on 19 man-hours per ton of steel. 

Mr. BrusaKker. Without intending to be facetious, Senator, I think 
we could just as easily have given you an estimate based on 25 man- 
hours per ton, and I honestly think it would have had almost as much 
relationship to United States Steel’s man-hours per ton as the 19-hour 
figure which they gave you. 

As I remember, as I look at this—— 

Senator Krrauver. They never said exactly how many man-hours. 

Mr. Brosaxker. That is right. 

Senator Kreravuver. They had those two statements, and I think Mr. 
Tyson did say, however, he refused to accept the American Iron and 
Steel Institute’s figure; “We don’t go by it,” rather was what he said. 
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Mr. Brupaker. Of course, they submit part of those figures that 
make up the American Iron and Steel Institute’s figures. They are 
a member of the institute. 

And, as you may know, the head of the institute is the former presi- 
dent and chairman of the board of United States Steel, Mr. Fairless, 

Senator Kerauver. I suppose the American Iron and Steel Insti- 
aver s figures are made up of about 30 percent of United States Steel’s 

res. 
Mr. Brupaker. Yes, I think that is true. 

There is, incidentally, a way, I think, by which you can get some kind 
of a close approximation of United States Steel’s own figure. I seri- 
ously mona suggest to you, if you want a precise figure, that the sub- 
committee ask them, “Precisely how many man- -hours did it take in 
the first half of 1957 for you to produce a ton of steel?” 

Or to ask them to submit to you the same reports that they sub- 
mitted to the Iron and Steel Institute that go into this 15.2 figure, and 
let us see what it looks like. 

Senator Krerauver. That is a good suggestion, and we did ask them. 
But they would not give it. We asked for the man-hours and labor 
costs that went into a ton of steel. 

Mr. Brupaxer. Let me try a little quick arithmetic here with you 
on some of the corporation’s own figures which they did submit to you, 
to see if we can get some kind of an approximation for their own man- 
hours per ton, though I tell you this is an approximation only, and it 
is our approximation, not theirs. 

They submitted to you as part of this statement from Mr. Blough the 
other day, a listing which showed for the second quarter of 1957, 
209,100 employees of the corporation who were engaged in its inte- 
grated steel operations. This included all such employees, those in 
the steelworker units and other employees, including management em- 
ployees, who have anything to do with the making of steel or selling 
of steel or handling of steel. 

Now, if you were to multiply those employees by an approximation 
of the man-hours which are worked in a quarter—we used for this pur- 
pose a 475-hour figure—that is an average of 1,900 man-hours per year. 
It may be a little low, though we can do this with alternate figures. 

It is pretty apparent that ina period such as this when the operating 
rate is at 80 percent, man-hours are going to be very significantly be- 
low 2,000 hours per year. Whether it is going ake 1,940 a year or 
1,900 a year, I do not think any of us can say, without access to the 
figures. But if we were to use a 1,900-man-hour figure for the year, 
giving you 475 per quarter, multi lying that by these employees, divide 
this product by United States Steel’s own second quarter shipments 
of steel, which is a figure which they publish, which was 6,402,898 tons 
of finished steel, you arrive at a figure for United States Steel of 15.5 
man-hours per ton, which is significantly less than either of the esti- 
mates which they chose to give you as simply figures that you might use 
as a multiplier, 161% to 19. 

Mr. Cuumepris. Mr. Chairman, I believe that United States Steel 
was a little bit more specific as to its man-hours. Their economist is 
in the audience. I wonder if we could ask him that question. 

Did you give a specific figure on man-hours? 
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STATEMENT OF BRADFORD B. SMITH, ECONOMIST, UNITED 
STATES STEEL CORP. 


Mr. Smirn. My name is Bradford Smith. I was previously intro- 
duced to you as the economist of United States Steel ore 

I do not know whether it is a matter of record or not, but I believe 
the figures approximately 16 hours per ton and 19 hours per ton were 
posed figures. They were not estimates. 

One of them was for 1954, and the other was the figure for 1955-56. 

Mr. Brusaker. Don’t you actually have figures, Mr. Smith, which 
would show the actual man-hours that you had for, say, for instance, 
this second quarter of 1957 which you could introduce? You must 
have those same figures. 

If you estimate the number of employees, you must know the num- 
ber of hours they worked. If you know the hours they worked, it is 
very simple to know how many man-hours it took per ton of steel. 
This is not a complicated figure. 

Senator Kerauver. Mr. Smith, did you hear that question? Do you 
want to answer it? Do you have the actual man-hours required to 
make a ton of steel ? 

Mr. Sairn. I, as their economist, do not have those figures, sir. 

Senator Krrauver. I know, but does the company have them? Do 
you have access to them? Do you know what they are? 

Mr. SmirH. No, I do not know what they are. We would have to 
ask the accounting department. You would probably have to ask 
Mr. Tyson. 

Senator Krerauver. We asked him, and we could not get them 
exactly, except estimates. 

Mr. Smiru. I know something about the steel industry, but I do 
not know the details about the operation, sir. 

Senatcr Keravuver. Mr. Smith, what is the matter with the Ameri- 
can Iron and Steel Institute’s figures? 

Mr. Smiru. Mr. Chairman, I think that we are indebted to Dr. 
Brubaker for having explained the difference between the American 
Iron and Steel Institute figures and those of United States Steel. 

I believe a few minutes ago he explained to the subcommittee that 
a company which is highly integrated expends its dollars more for 
man-hours than for materials purchased. If we are going to use 
some—or there are two ways of acquiring it. One is to buy, which 
does not record any man-hours. Another one is to mine it, in which 
event you do record man-hours. I think Dr. Brubaker explained 
that very well. 

Senator Krerauver. His other explanation was that perhaps the 
man-hours per ton of steel of an integrated company might be a little 
higher, but the material costs would be lower because it means the 
company is processing its own materials and supplying its own 
materials. 

Do you follow that, too? 

Mr. Smiru. That is correct, sir. 

Senator Kerauver. All right, sir. 

Dr. Browne. I would like to ask Dr. Smith or Dr. Brubaker, or 
both, whether the other companies who report to the American Iron 
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and Steel Institute may not cover a sufficiently complete range of 
activity, some of which I assume produced iron but not steel, some 
of which run rolling mills but do not produce their pig iron or 
steel ingots, so that when you take the entire range of figures, do 
you not in effect have the complete integration, so that the average 
is substantially equivalent, or should be substantially equivalent to 
the figure we just turned up for United States Steel ? 

Do you follow me, Mr. Smith? 

Mr. Smirx. Do you wish me to respond to that question? 

Senator Kerauver. Yes, very briefly, and then I am anxious to 

t on. 

o Mr. Smirn. Well, an average is representative of the whole, but 
if I should average the heights of the men in this room, I would 
not say that the average was representative of the tallest man. 

Now, the average hours per ton of steel across the industry may 
be representative of the industry as a whole, but it would necessarily 
be not representative of a particular company which was most greatly 
integrated. 

Senator Keravver. Dr. Brubaker, will you continue, please? 

Dr. Brupaxker. I will comment on that only to this extent: The 
American Iron and Steel Institute figure from which this 15.2 figure 
is derived, cover only steelmaking operations. They do not cover 
a lot of the things that we think of when we talk about an integrated 
company like United States Steel. 

They do not cover, for instance, either iron ore mining, limestone 
mining, either coal mining or its shipping or anything of that sort. 

They do cover, however, its production of pig iron; and to the ex- 
tent that pig iron is produced by them and not by another company, 
to that extent United States Steel’s man-hours could be, would be 
higher, probably, than those for a producer that did not make pig 
iron. 

But the number of employees engaged in pig iron making is rela- 
tively small in the steel industry as compared to those who make steel. 

Mr. Buarr. The one source of understatement in the American Iron 
and Steel Institute figures, for the industry as a whole, that would 
cause this 15.2 figure to be too low as far as I can see, would be the 
possible failure to include producers of pig iron who sell their pig iron 
to semi-integrated steel companies. 

Mr. Brousaxer. Except that there is very little of that, of course, 
as you know. Most of these producers of merchant pig iron sell to 
foundries and other industries than to steel. 

Senator Keravuver. Proceed for about 5 minutes more. 

Can you finish in the morning? 

Mr. Bruszaxer. I will try. We can only try. 

Senator Kerauver. You have done very well in bringing out a great 
deal of information. I know you have a lot of points here still to be 
made and discussed. 

Mr. Brusaxer. If we may finish this point that we are on, pur- 
suing it to its next logical conclusion, if this estimate of 15.5 man- 
hours for United States Steel is reasonably accurate, if you will multi- 
ply that figure times the 16.4 cents per hour which we state the wage 
and fringe increase costs to be, you will arrive at a cost per ton of 
steel of $2.54, as contrasted with the $2.49 which we just gave you us- 
ing the industry’s 15.2. 
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Even if you were to take an assumption for United States Steel of 
annual man-hours of 1,940 instead of 1,900 as we use in this first 
calculation, this cost of the wage and fringe increase in terms of 
dollars per ton will still be less than $2.60 per ton as contrasted with 
the $6 price increase. 

This, of course, is without any allowance whatsoever for the effect 
of ee: 

how, when I say this is the cost of the wage increase per ton of steel, 
I am saying this is how much the wage increase appears to raise the 
cost per ton of steel. Insofar as more tons of steel are produced with 
less man-hours in order to reflect the increase in productivity, this cost 
is a very real overstatement of the cost to the corporation and to the 
industry. 

Senator Kerauver. Summarizing your point here, you claim that 
according to your calculations, the increased wage cost put into effect 
on July 1 was $2.54, that is, the increased cost of United States Steel 
Corp., or on another basis, $2.60 or a little less, whereas United States 
Steel raised the price of steel, and the other companies did, too, $6 
a ton, and that this does not even take into allowance increased 
productivity ? 

Mr. Brupaxer. That is right. 

Senator Keravuver. Is that your assumption ? 

Mr. Brusaker. That is right. 

Mr. Cuumpris. I thought that would be to the whole industry 
rather than United States Steel. 

Mr. Brusaxer. These latter two figures, the $2.54 and the $2.60 
approximately. 

fr. Cuumpris. You are not using the 19.4 or the 21 cents that 
United States Steel is using? 

Mr. Brupaxer. We are using the 16.4 figure, which is our estimate 
of the cost of the wage increase. 

Mr. Cuoumeris. Using 15.2 man-hours rather than 161% to 19? 

Mr. Brusaxer. That is right. 

Senator Keravver. You are using 1514 man-hours there, I thought. 

Mr. Brupaker. We used 1514 man-hours to get the $2.54 figure, 
and 15.8 man-hours to get the roughly $2.60 figure. 

That, I would wager you, is a fairly significant allowance of extra 
man-hours for United States Steel over the and above the industry 
average. 

Senator Kerauver. Let me see again if I understand how you 
figured this per ton of steel another way. 

You have 209,000 workers by schedule 1 of Mr. Blough’s statement 
of August 15, and you multiply that by 475 man-hours per quarter; 
is that correct ? 

Mr. Broupaker. Yes. 

Senator Keravuver. That is the average number of hours they 
work; is that correct ? 

Mr. Brusaker. That is an estimated average based on 1900 man- 
hours per year, which I think is probably reasonably close. We did 
it on another alternative assumption. We used 485 man-hours, which 
is an average of 1940 per year. 

Senator Keravver. This is the top estimate. 

Then you divide that by the steel shipments for a quarter by United 
States Steel. 
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Mr. Brusaxer. That is right. 

Senator Kerauver. That comes—— 

Mr. Brusaxer. For this same quarter, the second quarter. 

Senator Kerauver. That comes out 15.5 man-hours that went into a 
ton of steel. 

Mr. Brousaxer. Or, if we use the 485 man-hours per quarter, it 
comes to 15.8 man-hours in a ton of steel. Actually, if the—— 

Senator Keravver. And you multiply that by your figures on the 
wage increase, and that is how you get the $2.54? 

Mr. Brusaxer. Incidentally, if the statement which Mr. Smith just 
made a few moments ago, that this 1614 figure from United States 
Steel was their actual experience in 1955, if they have even shared 
in a proportionate amount of the productivity increase or the man- 
hours per ton decrease of the industry since 1955, their figure on 
man-hours per ton is going to be right down in this range of 1514 
to 15.8 that we were talking about here. 

Senator Krerauver. Say that again. Mr. Smith said what, now? 

Mr. Brupsaxer. As I understood him, he said the 1614 man-hours 
per ton which was used in this exhibit they gave you the other day 
as one of the possible multipliers for the wage increase to get the 
cost per ton, was a figure derived from 1955 experience—— 

Mr. Cuumerts. 1954. 

Mr. Brusaxer. No, I think he said the 19 was for 1954, the 1614 
was for 1955. 

Senator Kreravuver. And you said that—— 

Mr. Brusaxker. If you then assume that United States Steel shared 
in the industry’s reduction in the number of man-hours required to 
produce each ton of steel, in other words, an increased productivity 
since 1955, this 1614-hour figure would have to be reduced to a figure 
below 16, which is going to get you down in this neighborhood of the 
15.5 or 15.8 figure which we got by making these two assumptions in 
man-hours, applied to the actual figures of employees they gave you 
in their integrated steel operations for the second quarter of 1957. 

Senator Keravver. All right, Mr. Brubaker. Have you finished 
that point now? 

Mr. Broupsaxer. I have finished with that point, I think. Is that 
where you want to stop for today ? 

Senator Krravver. If you have finished the man-hour per ton and 
wage discussion, we will recess. But I want you to finish those two 

oints. 
" Mr. Brusaxer. I think we have finished all that we care to say on 
that point, unless you have questions. 

Senator Keravver. Very well. 

We will stand in recess until 9: 30 in the morning. 

(Whereupon, at 12:10 p. m., the subcommittee recessed, to recon- 
vene at 9:30 a. m., Thursday, August 22, 1957.) 


ADMINISTERED PRICES 


THURSDAY, AUGUST 22, 1957 


Untrep Srates Senate, 
SUBCOMMITTEE ON ANTITRUST AND Monopoiy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:40 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver, presiding. 

Present: Senator Kefauver (chairman). 

Also present : Senator John A. Carroll, of Colorado. 

Paul Rand Dixon, counsel and staff director ; Dr. John M. Blair, 
chief economist ; Peter Chumbris, counsel for minority ; Carlile Bolton- 
Smith, counsel to Senator Wiley; Dr. E. Wayles Browne, Jr., econ- 
omist: Dr. Paul H. Banner, ec onomist ; George Arnold, administra- 
tive assistant to Senator Neely; Ken Hechler, administrative aide to 
Senator Carroll. 

Senator Kerauver. The committee will come to order. Dr. Bru- 
baker, I don’t remember where we left off yesterday in your statement. 


STATEMENT OF OTIS BRUBAKER, RESEARCH DIRECTOR, UNITED 
STEELWORKERS; ACCOMPANIED BY MARVIN MILLER, ASSO- 
CIATE RESEARCH DIRECTOR; FRANK POLLARA, RESEARCH 
ASSOCIATE; AND GENE PARNHAM, SECRETARY TO RESEARCH 
DIRECTOR—Resumed 


Mr. Bruspaker. We were on page 11 as I remember. 

Senator Keravuver. You have a table, I believe, that you wish to 
submit. 

Mr. Brusaker. I will hold that until later in this morning’s session 
if it is all right with you. 

Senator KEFAUVER. Very well. 

Mr. Brupaxer. We are down to the section on page 11 which we 
have numbered 3, Steel prices—Longer range comparisons. 

Senator Krerauver. I might say it is our hope to be able to allow 
you to finish today. We want to give you all the time that you need. 

Mr. Brusaker. It is our hope that we will be able to finish today. 
How much time do we have ? 

Senator Krravuver. We are going to go through to 12 o’clock. At 
about 10 o’clock, I am to ask Mr. Jones, the nominee for TV A, a few 
questions before another committee, but Senator O’Mahoney is expected 
here at that time. 

Mr. Brusaker. We should like to point out to the subcommittee the 
major reasons which have been advanced by the steel industry in recent 
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years in justification for their price increases. Those as we have 
viewed them are divided into four major categories. There is first the 
one that has been highlighted heavily, namely that steel price increases 
have been forced on the industry by increases in steel wages. 

That one we feel we certainly have answered in full or we hope we 
will have by the time we finish, if we haven’t to date. 

There is a second one, that steel wage increases always result in 
higher materials costs, which for some strange reason are always 
equal in amount to the cost of the wage increase. 

Therefore, you have to raise prices to cover those increases in ma- 
terial costs that are simply going to occur inevitably. 

Then there is a third one which I don’t think the steel industry has 
mentioned this time but which we have often heard them mention 
publicly, namely that steel profits are too low, and you must have price 
increases in order to raise the profit margins and the profit levels. 

Finally there is this argument which they did bring up to you in a 
fashion at least this time, that depreciation charges which are per- 
mitted by the Federal tax laws are inadequate and therefore it is 
necessary to secure from higher steel prices and from higher profits the 
funds not only to maintain the existing facilities of the industry but 
actually to permit expansion in the capacity of the industry. 

We propose to examine with you each of these items briefly at 
least and try to give you the facts as we can see them as they bear 
on each of these claims of the industry. 

On this one of steel wages we went into it at least briefly yesterday. 
We did suggest in one of our conclusions that the industry had raised 
its prices in substantial amounts on 22 different occasions in the post- 
war period at a time when there had been 10 wage increases. In other 
words, that the steel industry had raised its prices in substantial 
amounts twice as many times in this period as wages had gone up. 
This almost by itself should be a partial answer to the claim that they 
have advanced here as the major one, namely wages go up so we have 
to raise prices. 

We think that a careful examination on your part of the coincidence 
of onune of price increases and wage increases just in the postwar 
period alone will show you a whole series of separate times during 
that period when the industry raised prices when wages did not go up. 

If you will look at one of the tables, the appendix tables which we 
have, table No. 15, on page 40, we have ls, eled for you the entire 
postwar period the date of our steel wage increases and the dates on 
which steel priee increases occurred, and we have shown you the 
amounts of the steel price increases on each of those occasions. We 
have used two measures of those price increases, the first one the BLS 
wholesale price index for steel mill products and secondly, the index 
used by Steel magazine for finished steel products. 

In our opinion the BLS index is somewhat preferable since it does 
include some of the extras, the price extras. The Steel magazine index 
is an index that covers base prices only. 

It is, however, the most comprehensive base price index other than 
the BLS index that is available, and it is for that reason that these two 
indexes were shown. As you will notice there, it is indicated that in 
this period steel prices have risen by more than 159 percent using 
the BLS index, and using the Steel magazine price composite plus an 
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estimate, in most cases by Steel magazine itself of the amount involved 
in the increase in extras, you find an increase there of 164 percent, and 
a total amount. per ton of more than $90 per ton in this period. 

Senator Kerauver. Where are the percentages? 

Mr. Brupaxer. At the bottom of the page there, “Cumulative in- 
crease January 1946 to July 1957.” There you will see those two per- 
centages that I have given you, and also the dollar per ton figure, a 
figure of more than $90 increase per ton on a base which you find at the 
top of the page in January of 1946 of a little over $55 per ton. 

eects AuveR. What percent is that now? 

Mr. Brupaxer. That is 164 percent increase on that per dollar ton 
figure. 

Mads Keravver. As I remember, Mr. Blough and others testified 
that the wage increase had been a larger percent. What is the per- 
centage of the wage increase ? 

Mr. Brusaxer. That the wage increase had been a larger percent? 

Senator Keravuver. That is my general impression from their testi- 
mony. Can you give us at this point the percentage of wage increase 
for the same period? 

Mr. Brupaxker. I haven’t done it but we can work out such a figure 
for you. We will be glad to do so and give it to you to put in here. 

Senator Keravuver. I would appreciate your doing so. 

(The document referred to follows 7 

You requested on page 1394, volume 14, of the transcript that we show the in- 
crease in wages comparable to the increase in prices shown in appendix table 15, 
page 40 of the statement presented by Otis Brubaker. The comparable increase 
in average straight-time hourly earnings per ton of steel was 65.3 percent. 
Prices during this period, as shown in appendix table 15, increased 159.7 per- 
cent according to the BLS price index and 164.3 percent based on Steel maga- 
zine’s finished steel weighted price composite. Average straight-time hourly 
earnings in January 1946 were $1.122 and are estimated at $2.70 for July 1957. 
Man-hours required per ton of finished steel were 22.1 in 1946 and 15.2 in 1957. 

Senator Keravuver. The January-February 1946 price per ton of 
steel was $55.20. 

Mr. Brupaxer. That is the base price. 

Senator Kerauver. The base price? 

Mr. Brupaxker. The weighted average base price on their index. 

Senator Keravuver. In July 1957, it was $129.58, which is a 164.3 
percent increase; is that correct ? 

Mr. Brusaxer. That is after we have added to that July 1957 index 

rice of theirs, these estimated amounts on four occasions for increases 
in price extras, As you will notice in the next to the last column there 
are 4 figures shown as estimates, which are the estimated amounts of 
the price extra increases on 4 occasions. Those are not included in the 
Steel magazine index, so we have added them to that closing price in 
order to get the $90 difference. 

Senator Keravver. Are the extras taken from the magazine Steel 
or are they taken from other reliable sources? 

Mr. Brupsaxer. Yes, the first figure, the $6 figure back in 1946 
and 1947 came from a whole series of industry publications which 
we didn’t even bother to cite because everybody seemed to be agreed 
at that time that it was about $6. 

In the subsequent periods we have actually shown you in a foot- 
note there the source of the estimate. The estimate in 1953 is from 
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Iron Age publication, and the two subsequent estimates are from 
Steel magazine itself. 

Senator Kreravuver. I know that your position is, and it is borne 
out by the Bureau of Labor Statistics, that there has been an in- 
crease in productivity per man-hour, but following this table I think 
it would be useful to compare the percentage of increase of wages 
under the steelworkers’ contract with the percentage of increase in 
the price of steel. 

r. Brusaxer. Of course, the appropriate comparison here is one 
which unfortunately we do not possess enough facts to make for you 
fully adequately, namely that would be an increase in wages per ton 
of steel. 

Now, after all, these increases in prices as shown here are prices 
per ton of steel. What we ought to be able to show you to have a 
truly comparable figure on wages would be an increase in wages per 
ton of steel. We don’t actually negotiate wages per ton of steel. 
We negotiate wages per hour, and while you can compute a percent- 
age figure there, it actually isn’t the same figure when you compute 
it, and it is not a comparable figure really, but we will be glad to 
give it to you if it will serve a purpose for you. 

Senator Kerauver. We would appreciate it if you would compute 
it. Incidentally, is there available information, according to the 
American Iron and Steel Institute, on man-hours per ton in 1946 
and these years on down through 1957? I think you have it. 

Mr. Brusaxer. The American Iron and Steel Institute does not 
compute such a figure. There are, however, available in the Ameri- 
can Iron and Steel Institute figures the basic data from which you 
could make such a computation just as we did for you on the 1956 
and 1957 figures so far. 

There are available there the finished steel shipments figures and 
there are available their total man-hours figures for this approxi- 
mately 95 percent of the industry that are covered in their reports, 
and if those man-hours figures are extended to cover 100 percent of 
the industry, they are then comparable with the shipment figures 
which cover 100 percent of the industry, and you can then divide 
the two and get a man-hours per ton. 

We have actually made that computation for the years 1946 on. 
If it will help you I will be glad to read it to you. It is a series of 
figures for each year. Would you like to have them ? 

Senator Krerauver. Suppose you put them in the record but give 
us 1 or 2 examples at this time. Let it be made a part of the record 
following this colloquy. 

Mr. Brusaxer. In 1946 this same computation will yield a figure 
of 22.1 man-hours per ton. In 1947 the figure is 19.9. In 1948 it 
is 19.9. In 1949 it is 19.7. In 1950 it is 18.0. In 1951 it is 17.9. In 
1952 it is 18.4. In 1958 it is 17.6. In 1954 it is 18.6. In 1955 it 
is 16.0, and in 1956 it is 15.9 and for the first half of 1957 as we gave 
you previously, 15.2. 
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This reduction in man-hours required to produce a ton of finished 
steel is simply a reflection of the productivity trend, the increase in 
productivity which we have discussed previously. A precise year to 
year computation has no more or no less validity than does a precise 
year to year comparison of a productivity index, because there are 
factors, extraordinary factors in certain years which will account for 
wide deviations in a particular year, a strike for instance, or a greatly 
lowered level of eal teeadention. 

This would be true of years like 1952 certainly and like 1954. 

Senator Kerauver. You mean that during a year of strike the 
management would have to have maintenance workers who would 
not be producing steel and they would be counted in the man-hours. 

Mr. Brusaker. We do supply a certain amount of maintenance 
during a strike to the industry, and they certainly are counted in the 
man-hours. There are, however, a great number of other hours 
that probably far exceed the maintenance hours that do get into the 
steel hours at a time like that. You have got most of your office 
force which continues to work, the great portion of your manage- 
ment force which continues to work and continues to get paid during 
a strike, and those hours all go into these total hours, and therefore 
inflate the hours figures if you will in relationship to the steel ship- 
ments and therefore raise this man-hours per ton figure. 

(The document referred to follows :) 
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Mr. Cuumpris. Mr. Chairman, Senator Dirksen had to go to a 
Foreign Aid Appropriations Committee hearing, and he couldn’t be 
here this morning. But he wants noted for the record that he is going 
to renew his request that the Jules Backman paper on steel produc- 
tivity in comparison with prices be brought to the attention of the 
subcommittee in view of the testimony that has been presented in the 
last couple of days. He wanted to have that reservation for the 
record. 

Senator Kerauver. Yes; we understand. He is marking up the 
foreign-aid bill, and unfortunately could not be here. We will discuss 
in executive session what part of the Jules Backman papers should 
be put in the record. The main factor is the printing cost. Also, 
Mr. Brubaker has written us that the document simply discusses the 
strike and if it is put in the record, the union feels compelled to present 
some documents to refute it. 

I am trying to stay away from a rehash of all of the issues of the 
last steel strike, but we will take that up in executive session. All 
right, Dr. Brubaker, will you proceed ? 

Mr. Brusaxer. Now we would like to call attention of the subcom- 
mittee to one of these hectographed tables which we gave you at the 
opening of our testimony. Do you have this in front of you, Senator? 
Maybe it would be well at this stage to label these two tables, to know 
which one we are talking about. 

Senator Kerrauver. We will call “Cost and price changes 
1939-57”"—— 

Mr. Brupaker. Let’s call it table A. 

Senator Kerauver. And let it be made a part of the record. 

Mr. Brusaxer. The one called “Steel shipments and profit changes” 
let’s call table B. 

Senator Kerauver. We will call that table B. Then we have 
another one, “The hourly wage and fringe costs for United States 
Steel Corp.” which we will call table C. 

Mr. Broupagr. Yes. 

Senator Keravuver. Very well. 
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(The documents referred to are as follows :) 





Taste A.—Cost and price changes, 1989-57, United States Steel Corp. 
I Per ton] 
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Total purchased materials prices 
Total employment costs ! and services costs ! (BLS, 
steel mill 


products) 
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1 The costs (employment and materials) are not precisely comparable to the steel price changes, since the 
costs include items other than steelmaking costs alone and are therefore overstated in dollar amounts. 
Thetrend over the years, however, can be appropriately compared. Per ton costs are computed by dividing 
total costs by steel shipments as shown in United States Steel’s annual reports. 

2 These figures do not reflect the July 1957 increases in employment costs or steel prices, These increases 
will widen further the lead of steel price increases over costs per ton. 


TABLE B (Revised) .—Steel shipments and profit changes, 1939 and 1946-57, 
United States Steel Corp. 













Profits 


| before taxes | Net profits Tons of steel 
per ton of per ton of Profits Net profits products 
steel steel before taxes (millions) shipped 
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ied $35. 65 > $926. 8 $462. 8 26.0 
1956 28. 41 14. 56 679. 1 348. 1 23.9 
1955 28. 87 14. 51 736. 1 370. 1 25. 5 
1954 19. 08 9. 67 385. 4 195. 4 20. 2 
1953 21. 72 8. 85 545. 1 222. 1 25. 1 
1952 13. 38 6. 81 282. 3 143.7 21.1 
1951 25. 31 7. 50 622. 7 184. 4 24.6 
1950 21. 46 9. 54 485.0 215. 5 22. 6 
1949 17. 25 9. 12 314.0 165. 9 18. 2 
1948 14. 20 6. 26 294.0 129. 6 20. 7 
1947 12. 10 6. 29 244. 4 127.1 20. 2 
1946 7. 93 5. 83 120. 6 88. 6 15, 2 
1939 4. 62 3. 51 54.1 41.1 of 








1 The profits before taxes per ton of steel products shipped and net profits per ton are reflective of the trend 
in profits per ton rather than the actual figures since profits, as reported by the corporation, include profits 
on items other than steel products and are, therefore, overstated. 

2 These figures do not reflect the July 1957 increases in costs or steel prices. These increases will widen 
further the profits before taxes and net profits per ton of steel products shipped. 
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TABLE C 
The hourly wage and “fringe” cost for United States Steel Corp. 


Union estimate 
Comparable United States Steel estimate 


Man-hours required per ton of finished steel shipped 


Steel industry ! 5. 
United States Steel 3 415. 5-15.8 (5) 


1 Calculated by dividing adjusted total man-hours worked by all employees, as reported by AISI for the 
steel emery > by total shipments of finished steel in the years indicated. 

2 Ist half. 

§ Man-hours worked per ton of finished steel by all em ew in integrated steel operations of United 
States Steel Corp. as reported by Bradford Smith, United States Steel economist, for 1954 and 1955. For 
1957, the figures are derived from employment figures (integrated steel operations) for the 2d quarter of 1957 
as submitted to the subcommittee by United States Steel, the shipments of finished steel for United States 
Stee] in the 2d quarter of 1957 and estimated average of 475-485 hours worked per quarter by each employee. 

4 2d half. 

5 Not available. 


Increased wage and “fringe” cost per ton in July 1957 


Steel industry using— 
Union wage estimate: $2.49 (15.2 man-hours times 16.4 cents). 
United States Steel wage estimate: $2.95 (15.2 man-hours times 19.4 cents). 
United States Steel using— 
Union wage estimate: $2.54-$2.59 (15.5 and 15.8 man-hours times 16.4 cents. 
United States Steel wage estimate: $3.01-03.07 (15.5 and 15.8 manhours 
times 19.4 cents). 

Mr. Brusaxer. We would like to have you take a look at table A. 
In our opinion, this is a very important part of an analysis of this 
problem which we do think you ought to give very careful considera- 
tion to. 

As we indicated a moment ago in discussing the comparative changes 
in prices and wages over a period of time, it is imperative, we think, 
that you get both figures into some kind of a series which are com- 
parable. ‘Now, if we talk about wages per hour and steel prices per 
ton, we are not talking about the same thing, and when you then com- 
pare the percentage change in the two, you are not talking about the 
same thing. Also, if you simply 1 ‘ack up in one column employment 
costs as you find them shown in the steel corporation’s annual report 
year by year, total employment costs, and attempt to compare the per- 
centage increase in total employment cost with the percentage increase 
per ton of shipments in price, again, you are not talking about the same 
thing. 

In other wor ds, to get the same kind of a measure and, therefore, 
something where you can compare the percentages, you have to con- 
vert them both to the same measure, so you are going to have to 
somehow convert employment costs and material costs into prices per 
ton, in order to compare them with the steel price changes themselves, 
which are prices per ton. 

Now, this kind of information again, we think, it would have been 
most pelpars to the subcommittee if they could have secured this 
directly from the steel corporation and from the other members of 
the industry, because without that direct information we have to use 
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figures from their annual reports, which include other material costs 
and other employment costs than those inyolved just in steelmaking. 

As you notice in the United States Steel annual report, for instance, 
the figure shown for employment cost is total employment costs for 
all operations, including their cement operations and their shipping 
operations and so on. The same is true of their material cost figures. 

hen we take the BLS index of steel price changes, however, it has just 
to do with steel. So, when we do as we have done in this table A, take 
the total employment costs as shown in United States Steel’s annual 
report and divide it by the shipments of finished steel for just United 
States Steel, in a sense the resulting figure for employment cost per 
ton is higher than it actually sail have been, because the employ- 
ment cost has other things in it than just steelmaking cost. 

But, in terms of making a comparison over the years, this kind of 
a device, since we don’t have the precise figures and the corporation 
does not make them available to us or to the public, and apparently 
didn’t to the subcommittee, this is the best kind of a device we could 
use to try to arrive at some comparison of the change over the year 
of a comparable measure of employment costs and materials costs with 
price. Now, that is how this table has been set up. We have simply 
taken total employment costs and total materials costs as shown in 
United States Steel’s annual report and we have divided those by 
United States Steel shipments of finished steel to = you a per ton 
eit. You will notice an awful lot of interesting things from a table 
like this that I think are obscured in many of the other comparisons 
that are made. 

If you will take just the year 1957, for instance, the one right at the 
top of the page, and take a look at it, there you have a comparison 
which shows that in the first half of 1957 as compared with 1956 you 
had an increase in employment costs of $1.28 per ton. 

In materials costs you had a decline of $5.32 per ton. Those minus 
signs are intended to show declines in cost. Now, it is obvious that a 
combination of those two costs, one an increase in labor costs but not 
a large one, and a very sizable decline in materials costs per ton, will 

roduce a total decrease in cost per ton, and yet what happened over 
in the last column when you come to the steel price change? You had 
close to the largest steep price increase that has ever been shown for 
a year in the index. 

Now if, as has been claimed, it was necessary to raise steel prices 
because costs went up, we would defy anybody to find in these figures 
evidence to support any such claim. A simple examination of these 
figures will show you that costs actually declined per ton, and yet 
the price of steel per ton went up, and went up sharply. Now you 
can go down the list of these and you will find other examples that are 
equally as striking. Go down to 1955. There you had a decline in 
employment costs of more than $5 per ton. You had a decline in ma- 
terials costs of nearly $3 per ton, and yet what happened over in the 
price column? You had another price increase. 

Again, that ought to be as blunt a refutation as you could find any- 
where, in figures selected on anybody’s basis, as to this claim that has 
been made so repeatedly, that these price increases are forced on the 
industry because cost went up. These figures show costs went down; 
both costs, labor costs, and materials costs went down and prices 
went up. 
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Mr. Buatr. Dr. Brubaker, in your years of experience dealing with 
figures in the steel industry, including this figure put out by the United 
States Steel Corp. for the purchase of rhetarials and services costs, 
have you gained any impression of what the leading elements are that 
constitute purchased materials and services costs? Have you gained 
any impression of what that figure is composed and how it is arrived 
at? 

Mr. Brupaxer. Mr. Blair, I am afraid I have a lot of impressions, 
but not any that will be very helpful to the committee. Unfortu- 
nately, never have I seen anywhere a serious breakdown of the various 
elements that go into this cost figure, this materials cost figure, and 
certainly nowhere any kind of a weighting of those costs in terms of 
their importance, in terms of the total. There are things we know are 
important in that figure, but I could not tell you precisely how im- 
portant they are. 

Now, it is obvious that steel scrap is one of the important costs in 
that figure. As you know, steel scrap is one, as I gather from the 
steel industry’s testimony, one of the few products left in the world 
that is actually priced on the market rather than by administrators 
of prices, so the price of steel scrap goes up and down fairly sharply. 

he price of steel scrap, as you know, today, is far lower than it 
was on the average in 1956, and I would have no doubt that its decline 
in part is responsible for this decline shown in materials costs in 1957. 
but precisely how important it is in total or how important other 
items are, I do not think I could give you a figure on. 

Senator Kerauver. Dr. Brubaker, we will have to take about a 
15-minute recess at this time. We will try to resume at 20 past 10. 

Mr. Brusaxer. Would you prefer for us to go on with these other 
people here? 

Senator Keravuver. Very well, proceed with the discussion and then 
I will catch up. 

Mr. Brusaker. It is more likely we can make this 12 o’clock dead- 
line if we keep going. 

Now, I sold like to direct your attention to the percentages shown 
at the bottom of this table A, to show you the comparative percentages 
of change in employment and materials costs per ton with prices per 
ton. 

For the long period shown in that table, from 1939 to 1957 the 
change in employment costs per ton has been 116.8 percent. The 
change in materials purchased, 126.9 percent. The change in steel 
prices, 159 percent. 

As you can see from that, steel prices have increased far more per- 
centagewise than either of these cost items which go into the making of 
steel. 

Mr. Buatr. Of course; Dr. Brubaker, to the extent that the series 
on materials and services costs represents items such as iron ore, coke 
and coal, and others which the corporation itself produces for its own 
use, the change in cost for the series reflects in part merely its own 
practice in pricing or charging those items to itself; would that not be 
correct ¢ 

Mr. Brusaxer. Yes, and in fact I will go one step further with 
you. I am not even sure which side of this series you will find those 
costs in. It is entirely possible that the cost of coal for the corpora- 
tion, for instance, is not reflected in materials at all but is reflected 
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over the wages column, the employment costs column, because they 
mine most oF their own coal. 

Whether they charge this for their total financial reports as a wages 
cost or whether they charge it over as a materials cost, I honestly 
do not know. I think it is in the employment cost column, so that we 
may actually have in this John L. Lewis’ wage increase as well as our 
own that we are talking about here. 

But this is certainly true. If any of these materials items which 
the corporation itself produces are shown as materials cost, this is 
entirely a matter of internal bookkeeping as to what they choose to 
charge this off to. 

Mr. Buarr. So, if the corporation were to change its price at which 
it charged itself for one of these items, it might ragult in a simple 
increase or decrease in the series of purchased materials and services 
cost ? 

Mr. Brupaxer. In either one of these series. 

Mr. Buarr. Yes. 

Mr. Brusaker. Now, in terms of both, it could not make any total 
difference because, after all, this is a measure from the total corpora- 
tion’s integrated operations for all items, and whether they call the 
figure materials costs or labor costs, and whether they change their 
basis of handling it or pricing to themselves, as you will, while that 
could change 1 of these 2 series, the 2 together are going to come out to 
the same, because the change will get washed out in the total corpora- 
tion reports as long as such changes are shifted from employment costs 
to materials costs or vice versa. 

Mr. Blair. To the extent that the total corporation reports reflect 
only steelmaking ? 

gor Brusaker. Well, they do not, of course. They represent every- 
thing. 

Now, we would like to suggest that you look at the other column 
of figures, the other series of figures at the bottom of that page for 
the change from 1947 to date. There, you find an increase in employ- 
ment costs of slightly more than 60 percent, an increase in material 
costs per ton of 37 percent, and what is the corresponding change in 
price perton? More than 96 percent. 

Again, we think this is clear evidence of the claim which we have 
made previously that the price increases per ton of steel have far out- 
run any claimed costs, recorded costs, or any other kind of costs that 
can possibly be derived from the corporation’s figures or from the 
industry’s figures. 

Now, we gave you in our summary the other day this additional 
statement, that for every dollar of wage costs since the end of the 
war, the industry has raised its prices and has thereby achieved 
additional revenue from those prices of more than $3 for every dollar 
of wage costs. Those figures are set forth in detail for you in our 
table 16, appendix table 16, on page 41. 

We discussed the derivation of that table briefly with you the 
other day, and I think in order to save time, since we are a little 
pressed this morning, we will not go through those figures with you 
at the present time except to point out the magnitudes that are in- 
volved, as we have done on page 13 in our little summary table 4. 
Those summaries are taken from that appendix table which you were 
just looking at. 
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There, you see that for this period 1946 through 1956 the added 
revenue produced by the price increases for the industry has been $614 
bilion. The labor cost impact of the wage and fringe settlements have 
been slightly more than $2 billion. This is on an accumulated basis, 
as you remember applied to 1956 shipments. 

The net gain to the industry from these price increases after off- 
setting the added wage costs is nearly $414 billion, and it is simply a 
comparison of the $2 billion and the $614 billion figure from which 
comes the $3.23 of added revenue to the industry, as compared with 
each $1 of added wage and fringe costs. 

Mr. Dixon. Dr. Brubaker, does that exclude materials cost? 

Mr. Brusaker. Does this exclude materials costs? 

Mr. Dixon. Yes. 

Mr. Brupaxer. Yes; for this purpose all we are comparing is the 
added revenue as contrasted with the added wage and fringe costs. 
Yes. 

Now, we would like to invite your attention to our appendix table 
17. There, we have attempted to compute—that is on page 42—for 
you as best we could, the change in labor cost which has occurred 
in the period from 1947 to date. We have shown in the first column 
the man-hours per unit of output, that is per ton, as they are shown 
in the BLS productivity index for the steel industry, which you 
already have in the record, I understand. 

Then we have paralleled, as we noted, we have computed the 1956 
ee my figures for that BLS index, using the same method as used 

"ts the next column, we have then shown you the average hourly 
earnings as reported by BLS for basic steel for these same years. 

We have then multiplied those two figures together, the index of 
man-hours required per unit times the amount of money paid for each 
of those hours, and that should give you a labor cost index. 

We have converted that into an index based on 1947 as 100 in that 
third column, and you will notice that that shows for this entire pe- 
riod an increase in labor cost of less than 35 percent. 

The increase in steel mill prices during that same period, as you 
will note in the last column, is more than 96 percent. A comparative 
rate of increase of prices as compared with labor cost of 2.8 times as 
much price increase as labor cost increase. 

It was suggested by 

Mr. Buarr. Are you finished with that table, Dr. Brubaker ? 

Mr. Brupaker. Yes. Do you have a question on it? 

Mr. Buarr. Just on the next to the last column, the series “All com- 
modities other than farm and food wholesale price index.” I gather 
what you are doing there is using that series as a rough approxima- 
tion of changes in the cost of steel-making materials. 

Mr. Brusaker. Yes, and the reason for that, we have explained in 
the text of our statement. 

Mr. Buatr. Yes. 

Would you agree with my statement that while it may be the best 
available series for that purpose, it is not a very good series for that 
purpose ? 

r. Brupaker. It is less than a precise series, certainly, and we 
have certainly so indicated and we would certainly so agree. 





484 ADMINISTERED PRICES 


It is again one of those things that I do not think either you or we 
or the public should be asked to speculate about. I think this is the 
kind of a thing that the committee ee to have, and ought to have 
very precisely. And it certainly should not represent any disclosure 
of trade secrets or corporation secrets for you to secure such. It 
would be far better if we had the figures than to have to speculate 
or to use some second-hand measure as we do in this instance. 

Mr. Dixon. Why do you consider that not a trade secret, Dr. 
Brubaker ? 

Mr. Brusaker. The prices of each of these materials that are pur- 
chased by the corporation and by the industry are publicly quoted 
= In fact I am sure the corporation will agree that everybody 

nows what those prices are. The precise combination of those that 
go into a total materials purchased figure surely is no more of a 
trade secret or even a corporation secret than are the prices of any 
of the items that go into the measurement. I am very certain that 
most of the corporations’ so-called competitors in this industry have 
got a pretty darn good idea of exactly what those cost figures are, 
not just per item but in weighting and in total. If, however, steel 
prices were at all closely related to costs, and if the margin was so 
small between steel prices and steel costs that costs became a primary 
concern in whether or not the various companies could sell steel so- 
called in competition with each other, perhaps this would be a matter 
of some concern. It has not been a matter of concern, however, within 
my momory in examination of the figures of this industry. 

Mr. Drxon. It would be possible, though, wouldn’t it, if we had 
the complete unit cost of every producer of steel, to determine the 
Se ee efficiency of each mill? 

r. Brupaker. Within only a very, very limited degree of accuracy, 
there are so many, many other things that go into the matter of 
efficiency, the measures you could use for efficiency, that I am afraid 
you would find it of somewhat limited utility, though it has some 
utility. For whatever utility it has certainly the committee ought 
to have the figures, but I honestly, in answer to the main question you 
asked, I cannot see how such a figure could harm to the slightest degree 
the corporation or any of its so-called competitors. 

Mr. Brat. The record should note that the request to the steel 
company was made in terms of grouping the steel company’s unit cost 
figures with those of other companies so that the cost of any individual 
company would not be disclosed. 

Mr. Brusaxer, I am back on page 14 of the statement now. It was 
suggested by one of the members uf the committee that apparently 
this whole matter of steel prices and steel wages and so on was some- 
what of a private war between the steel workers’ union and United 
States Steel Corp. and the industry, and that the subcommittee was 
really not interested in the details of our private war but only in 
the impact on the economy. 

We did not have a chance at the time to comment on that remark. 
We should like to say certainly for the record and for defense I would 
hope of both the industry and the union that we certainly, none of 
us on either side of our bargaining table, regard this as a private war. 
I think we are acutely aware of the impact of what we do on the econ- 
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omy. It is important also to bear in mind in looking at the figures 
which both of us have attempted to present to you that again this 
should not be regarded, and we hope it will not be regarded, as an 
effort on our part or on the corporation’s part to carry on a private 
war before the subcommittee. We are here certainly, I can certainly 
say this on behalf of the union, we are here at your request to try to 
give you the facts and all of the facts insofar as we possibly can, which 
would help you to see as much light for yourselves and to shed as much 
light for the public as you possibly can on the various contentions 
which are made with reference to the price increase. We have found 
some support certainly for the conclusions that we have drawn from 
the figures which would, we think, suggest that this is much less of 
a war of figures, and that there is something of fact in these figures 
than would be gained from simply brushing this aside as a private 
war of figures, 

Some of you may have seen the New York Herald Tribune of early 
July, in which the Tribune criticized the steel industry for its price 
increase, and there then occurred an exchange of letters between Mr. 
Blough for the corporation and the editors of the New York Herald 
Tribune. 

From that exchange came at least one figure which we would like 
te suggest you give considerable and careful attention to. The Trib- 
une itself using public figures came up with a statement that between 
1946 and 1956 steel prices had increased by their calculations by 115 
percent, whereas labor costs per ingot-ton—again we are getting back 
to comparable measures, per ton increases—had gone up only 30 
percent. 

Mr. Cuumpris. Was that 30? 

Mr. Brupaker. I remember the arithmetic in their figures came to a 
little more than 30 percent. It looked to me like 35 percent. But 
these are in the same magnitude of the figures which we have just 
shown you on our appendix table 17 of increase in labor costs as con- 
trasted with increases in steel prices per ton. 

Mr. Buarr. It should be noted that one refers to ingot, apparently 
the labor cost, and the price refers to finished steel ? 

Mr. Brupaker. That’s right. 

Mr. Buarr. There may have been a somewhat smaller increase in the 
price of ingots than finished steel. 

Mr. Brusaker. I would be inclined to say that their figures have 
not quite the same precision as our own have because I think they are 
not as familiar with the figures as we are, but the magnitudes are 
reasonably accurate. 

Senator Carroti. Mr. Brubaker, I might ask a question here of Dr. 
Blair. Has that New York Herald Tribune editorial gone into the 
record ? 

Mr. Buatr. No, sir. 

Senator Carrot, I think it might be appropriate at this time to 
have inserted in the record an editorial appearing in the New York 
Herald Tribune dated Wednesday, July 3, 1957. The title is “Steel 
Misses an Opportunity.” 

Ts that the one that you had in mind, Mr. Brubaker? 

Mr. Brusaker. Yes, sir. 
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Senator Carrot. Quoting a portion of it: 
Thus they— 


referring to United States Steel— 


explained the fact that while the labor cost of steel has increased about 30 per- 
cent since 1946, the cost of the product has gone up by 115 percent in the same 


period. 

I think that the editorial is certainly pertinent to this investigation 
and will be inserted in the record at this point. 

(The document may be found in the appendix on p. 1052.) 

Senator Carrorz. I have not attended all these meetings and I am 
not a member of this committee. I have had the privilege to par- 
ticipate and ask some questions. I am here only until such time as 
Senator Kefauver resumes his position as chairman. He is at a very 
important meeting affecting the State of Tennessee and the whole 
Tennessee Valley Authority. 

It occurred to me from what I have heard and read of these hear- 
ings, that as nearly as I can interpret attitudes and opinions, I 
don’t understand this to be a private war at all. It is a very, very 
important investigation because of the impact on the national econ- 
omy of both wage and steel price increases and their effect upon infla- 
tion. On the one hand, I find, from what I read, that labor feels it is 
being made a scapegoat. Every time there is a wage increase, 
whether it is a coincidence or not, there is a series of price increases. 
Labor doesn’t desire to be a scapegoat, and as I understand the testi- 
mony of Mr. Blough here the other day, he says he doesn’t want the 
steel industry to be the scapegoat. 

I understand that you have been testifying as to the prices in steel 
and talking about materials and labor costs, but I assume that you 
have not received those statistics from the books of United States 
Steel itself, have you ? 

I will put the question in a different way. In your negotiations 
with Steel, have you had access to their books and their cost estimates? 

Mr. Brusaker. No, we have not. 

Senator CarrotL. Have you asked for such cost estimates ? 

Mr. Brusaxer. No, not in terms certainly of their cost per ton of 
steel. For us to get into that area, I think would have us bargaining 
over in the area of steel prices, and I would seriously doubt that that 
is even legal. We have asked for a certain amount of cost informa- 
tion from the corporation and from some of the other companies, but 
that has been limited entirely to the cost of various of the labor items 
which go into their production. We felt that that was important for 
us to know so that we could see the impact of the cost increase that we 
presumably were causing by our wage and fringe improvements. 

That we wanted to know with precision, so we could see exactly 
what it was we are charged with being responsible for. 

That we feel we should know and have a right to know under the 
law, and to a degree we have secured such information, enough so 
that we can give you some fairly and have given the committee here 
some fairly precise estimates of the labor costs. 

Certain oF these items such as those on page 42 are public figures, so 
we wouldn’t have to go to the corporation or to the industry for those. 
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The man-hours per unit figure, for instance, which is one of those 
basic figures, is a BLS figure, which has been worked up in cooperation 
with both the industry and the union. 

The average hourly earnings figure is a BLS figure—Government 
figure. The combination of the two is our own. This is simply a 
mathematical combination, however, again something that we don’t 
need to see their books for. The price figure is a BLS measure, again 
something we don’t have to see their books for. The materials cost 
figure, I am afraid, could be obtained nowhere except from their 
books. 

Senator Carrotu. The other day, Mr. Brubaker, when Mr. Blough 
was here, I took the liberty of asking him to comment on what were 
some of the contentions of the steel workers. The charge was that for 
every dollar labor had gotten in a wage increase the steel industry was 
getting $2 or $3 by a subsequent or coincidental price increase. I said 
in a sense I was laying an impeaching foundation, because I felt that 
somewhere along the Tine while labor doesn’t want to be a scapegoat 
and United States Steel doesn’t want to be a scapegoat, we ought to get 
at the facts. This thought occurs to me, although I am not a member 
of the committee and I don’t know whether the committee would sanc- 
tion a new procedure such as I am about to mention. I would like to 
put representatives of the steel industry at one end of the table and put 
labor at the other end and see if we can’t get some facts out of this. 

If we can get cost estimates, we will find out about who is responsible 
for these price increases which have a very direct bearing upon the 
inflationary spiral and the welfare of the American people. There 
is no question about that. Would you be willing to participate in 
such a hearing? 

Mr. Brupaker. You mean personally ? 

Senator Carrotu. Dr. Blair just told me that is what they are doing, 
but I say it is not what we are doing. What I am talking about is one 
at the end of sort of a T-shaped table and the other at the other end, 
where we on the committee can put some questions. The other day 
when I put a question to one of the steel officials there was an insertion 
into the record of an economist named Backman. I tried to read 
that, and there is a lot of economic double-talk in that. Maybe I don’t 
understand the form of economic shorthand they use. But somewhere 
along the line we ought to be able to get the facts. 

How would you take such a suggestion, Mr. Brubaker ? 

Mr. Brusaker. Senator Carroll, the union certainly is here, not 
at our own instance, but at the invitation of the subcommittee, to try 
to shed some light on this whole subject for the benefit of the subcom- 
mittee and the Congress in their efforts to grapple with this problem 
of inflation. We are certainly willing to do anything which the sub- 
committee feels would be helpful to it in getting at the facts. 

I said a moment ago that the union is extremely serious in hoping 
that this investigation is something other than a contest between 
United States Steel Corp. and ourselves. We have other methods and 
arenas for carrying on our own private wars when we have to war 
with each other. I don’t think this is an appropriate one for the 
carrying on of a war. But if there are facts and conflicts of fact 
which you find it impossible to resolve by having us separately at the 
witness table here, and want us both to come and sit at the same table 
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and ask us both the same questions, we obviously will cooperate with 
you on that score as we have in our appearance here this week. 

Senator Carroiu. I think that is a very fine offer of acceptance. 
I don’t know whether the committee will accept the idea, but it seems 
to me that as we move from one point to another in this very dif- 
ficult field, we must be persistent in seeking out the truth. We used 
to do this some time ago in the House Ways and Means Committee 
when we were trying to revise the social-security legislation, which 
was a very technical field. Here we are also in a very technical field, 
and the important thing is to get the facts. 

I understand from your testimony you want to present certain 
facts and figures. We will also get the facts and figures on the other 
side. While it is not the function of this committee to try to settle 
disputes, and there is no private war as far as we are concerned, I 
think such a procedure would clarify the issues for the public. 

What we are interested in is to find out what is causing some of 
this inflation, and I am very happy to have your statement in the 
record, I assume the chairman will have it called to his attention. 
Perhaps we can work out something later on. Proceed with your 
testimony. 

Mr. Brousaxer. We had hoped seriously, Senator, that we were 
giving you some of the facts and some that would be helpful to 
you. I am confident that a considerable amount of the apparent con- 
flict in the facts presented by both sides could be resolved by the 
committee simply by requesting additional information from the in- 
dustry, and from the union without facing us across the table, but 
if there still are facts unresolved and you want to do it, we will do 
the best we can. 

We answered for you a while ago one of the questions regarding ma- 
terials costs. 

Senator Carrotyi. May I interrupt, Mr. Brubaker, to say that just 
the other day we had a dispute in Government among the Department 
of Agriculture, the Bureau of the Budget, and the Corps of Army 
Engineers. We used the same principle. We brought them in and 
talked with all of them, and asked them to present their viewpoints. 
This is Government in action. We were able to get them together 
and work out the differences of opinion. 

I’m not suggesting that we are going to work out any problems 
between labor and management in steel. That isn’t the purpose at 
all. The question is how do we get the facts? We will see what the 
committee thinks about it. 

Mr. Brupaker. I would caution you, Senator, in the event that 
the subcommittee should decide on such an approach.as you are sug- 
gesting, I would give you one word of caution at least. Such an ar- 
rangement would have to be kept extremely small as to the number of 
participants if it was going to be at all productive. We have sat in 
on similar sort of things before with a dozen or fifteen people around 
the table, and I am afraid they tend to disintegrate into a lot of 
confusion rather than a lot of conclusions. 

This, if it is to be used as a device, has to be kept very narrowly 
limited as to the number of participants so you can get direct answers. 

Senator Carrouu. I am aware of the general statements that the 
United Steelworkers have made over and over again that they have 
never had a chance really to get their story out. The newspapers 
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don’t print their story and don’t understand it. I think that this 
may be a springboard to enable them to get their story forward. It 
will also give United States Steel and the steel industry a chance to 
come to grips with the central questions and perhaps we can get the 
truth of this matter. That is my only purpose. 

Mr. Brusaker. All right. Let’s get back for a moment to this 
matter of materials costs. We answered a while ago to a question 
from you, Dr. Blair, that we did not know the precise composition 
of the various materials costs items for United States Steel or for 
the industry. We do not have any such. However, it is possible 
certainly to pick out a number of the commodities which are purchased 
in very substantial quantity by various members of the industry, and 
to look at some of the price changes that have been occurring in 
those. 

On page 15, we have done that for you for just a few items. We 
don’t pretend that this is comprehensive at all. It is, however, I think 
representative of the facts which are shown in these pompones pictures 
which you have seen. There you will notice in the middle of the page, 
based on the BLS measures of prices, using 1947-49 as 100, steel prices 
have risen by 74.3 percent from this base through the first 4 months 
of 1957. The price of one of the most important purchased items, 
steel scrap, No. 1 heavy scrap, has risen only 45.6 percent. Most of the 
other materials have risen less. Bituminous coal, which is purchased 
by many of the companies in the industry, has risen only 20.9 percent. 
Petroleum and petroleum products, which are purchased by all of 
the companies in the industry, has risen only 29.3 percent; gas, 19.8; 
tin, for those that produce tin products, 9.2 percent; oxygen, which 
is used increasingly by all of the companies, 10.6 percent; cement, 
46.2 percent; sand, gravel, and crushed stone, 25.2 percent; and even 
as important an item to many of these companies, as material handling 
equipment, only 61.9 percent. And electricity which they all use in 
increasingly greater quantities has actually declined in this period 
by 4.6 percent. We have purposely omitted from this listing such 
items as iron ore and coke which are important materials for these 
companies for a very simple reason. 

Iron ore, certainly in terms of United States Steel, is not a purchased 
item. It is an item which they sell to other members of the industry. 
Most of the major companies have enough iron-ore production facil- 
ities of their own, either wholly owned or owned in share, to cover 
their major iron-ore requirements, so that for most of the major 
companies in the industry, this is not a purchased material in any 
true sense of the term. This is equally true of coke. Insofar as these 
companies do not own their coal facilities—many of them do own 
substantial coal facilities—they buy coal and then make their own 
coke. There are few of these companies that purchase coke at all 
in the open market, so these items do not appropriately belong in a list 
of this nature. 

One of the claims, however, that we think the committee is going to 
have to try to resolve, at least for its own satisfaction and we hope 
for the satisfaction of the public, is this repeated claim by the industry 
that I noted a while ago, that whenever employment costs go up 
in the industry, material costs just as inevitably as day follows night, 
go up, and go up by exactly the same amount. 
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This is, in our opinion, one of the grossest misrepresetations that 
the industry has ever used. 

Senator Carrotu. Will you repeat that again, please? 

Mr. Brusaker. This claim on the part of the industry that when- 
ever employment costs increase, materials costs, which are their other 
major costs also increase, and by exactly the same mount. They have 
used this phrase before of an increase in a 1 to 1 relation. If 1 

up $1 the other goes up $1. They don’t say it goes up $1 tomorrow, 
ut certainly over a fairly immediate future it will go up $1. That is 
in essence what they are saying. 

We extracted for you a few figures from one of United States 
Steel’s annual reports, which we thought gave you in terms of their 
own figures and their own chosen presentation a fairly good refutation 
of this claim. That is shown in table 5 at the top of page 16. There 
they have shown comparative changes in steelmaking materials and 
rn costs per ton of steel iene 

gain, these are per-ton figures. ‘These, therefore, should be com- 
parable. These are taken from the corporation’s 1952 annual report. 
Take a look at a few of those figures. In the April 1947 to July 1948 
period, employment costs by their calculations—incidentally these 
are in a very real sense overstated, because these are shown as an 
increase above a 1940 basis as I remember, and you don’t normally go 
back and compare your changes over a period that is back many, many 
years before for this kind of a comparison. 

You would normally compare them with what they were the year 
before the period, so these figures look larger than they ought to be. 
But look at a period like April 1947 to July 1948. Employment costs 
by this comparison are shown as having risen by 16 percent. The cost 
of materials in the same period went up by 42 percent. If anybody can 
see a 1-to-1 correlation or any relationship between those 2 figures they 
have better eyes than I have. 

There are some periods shown here in which the relationship is 
moderately close. That next period shows 14 percent versus 18, but it 
still is not any precise relationship certainty. We go down to the 
November 1949 to December 1950 period, and these aren’t periods we 
selected, these are some they have shown, a 19-percent increase in 
employment costs and only a 3-percent increase in materials costs. Or 
you go to July 1952 to December 1952 period, a 27-percent increase in 
employment costs and a 4-percent increase in materials costs. 

Actually you could take a number of comparisons here other than 
these particular ones, but I think you will come up with many of the 
same figures. If you even take total employments costs for United 
States Steel over a fairly long period, take them from their annual 
report for the period from 1939 to 1956, you will find that for each 
increased dollar of employment costs over that whole period, this is 
without relationship to tons or anything else, materials costs went up 
by 92 cents. If you take the more recent period from 1947 to 1956 
for each dollar increase of employments costs materials went up only 
83 cents. This is not any precise relationship, and we would say with 
reasonable certainty there is absolutely no cause and effect 
relationship whatsoever. 

Mr. Cuumpris. Dr. Brubaker, you take the period of January 1941 
to April 1947 and you have 56 percent employment cost and 47 percent 
cost of materials. 
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Mr. Brupaxker. Yes. 

Mr. Cuumeris. That is the increase. Of course, that does not go 
to the ratio of 39 percent employment costs and the other costs. 
Would that be a comparable comparison ? 

Mr. Brubaker. These figures are shown in terms of cost per ton, 
you see, so these are comparable figures already. You don’t have to 
apply any other ratio to them. if their theory were correct that 
whenever wages go up materials go up just as much and they, there- 
fore, have to take that into account when they raise their prices, you 
could expect these two figures to be identical, and they fall consider- 
ably short of being identical as you can see. 

Mr. Cuumpris. From 1950 to 1952 they were 23 and 24, so they 
were comparable during that period ? 

Mr. Brupaker. Yes; there is 1 period in this whole period of 
some 12 years that they used here when they managed to get 2 
figures that were approximately the same for their comparison, which 
ought to convince them that it is not a very precise comparison and 
not a very supportable comparison. There is, however, even a better 
measure than this which I would like to have you take a look at again. 

Mr. Botron-Smiru. What is it for the whole period? 

Mr. Brusaker. That was the figure I just gave you, I think. Par- 
don me, they do not show a figure in costs per ton for the whole 
period. I gave you just a moment ago a figure which is total employ- 
sb costs as against total material purchased and that is a different 

re. 

a Buatr. Before you go on to another table, I just wanted to 
have the record show what it was that the steel company reported 


to this subcommittee on this question of the relationship between ma- 
terials cost increases and employment cost increases. 

In one of their statements to the subcommittee, the corporation 
stated : 


It is an established fact, not a theory, that as our employment costs per 
hour increase so also do other costs. The experience is that per employee our 
total costs rise 8.8 percent as employment costs rise 8.1 percent. 

Based on this relationship the employment cost increase of 6 percent on July 
1, 1957, means a total cost increase of about 6.5 percent. 

Mr. Brusaxer. Which is really deriving again this 1 to 1 rela- 
tionship, though they have used a little over 1 plus here for the 
materials cost, I gather. Instead of it being 6 percent employment 
costs and 6 percent materials cost they have said maybe the materials 
cost is going to be 6.5 or 6.7 to produce a combined cost of 6.5. 

Mr. Buatr. They have a few other paragraphs on this point which 
I would ask the chairman to put in the record at this time. 

Senator Carroti. Without objection. 

(The document referred to may be found in the appendix on 
p. 1032.) 

Mr. BrunaKer. Before we leave this question, we would like to look 
again at table A which attempts to do in the best fashion which we can 
what United States Steel’s Annual Report for 1952 did—to compare 
the ton changes in employment costs and materials and services pur- 
chased cost. Take a quick look at some of those figures again with 
this thought in mind now. 
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This claim that when employment costs go up, material costs also 
have to go up and they go up in approximately the same ratio. Just 
look down the list a moment. 

Look at 1957. Employment costs up $1.28 a ton, materials costs 
down $5.32 aton. Not only did they not go up as much as employment 
costs went up. They went in the opposite direction, and by a tremen- 
dous margin. 

You get a period like 1956, an increase of about $7 a ton in employ- 
ment costs, over $9 in materials costs. You come to 1955, you get a 
decline in both. But even the decline does not go in even approxi- 
mately the same amounts. A decline of $5.22 in employment costs 
and $2.92 in materials and services purchased costs. The relation- 
ships over the longer periods of time also bear out this same picture. 
You come to a period—well, if you look down this whole list, I believe 
if my memory serves me right, you will find 5 different years in this 
relatively short period of some 17, in which these two costs actually 
moved in opposite directions, in the same year. 

You had an increase in one and a decrease in the other. This ought 
to, we should think, lay at rest for once and all this claim that has 
been repeated again and again that when one of these costs go up the 
other goes up. Not only does that not happen. They actually go in 
opposite directions in the same period. 

You may well remember one of the claims that was given, this same 
claim in a slightly different form that was given considerable public 
airing back in 1952 before another committee of the Senate, the Bank- 
ing and Currency Committee at which time the then Administrator of 
the Office of Price Stabilization was testifying on the steel industry’s 
claims with reference to a price increase at the time, a wage increase 
and their claimed increases in costs. 

At that time the industry advanced this same theory. Now the 
Wage Stabilization Board has recommended an increase in wages 
and fringes; and we obviously have to have a price increase hig enough 
not only to cover the wage and fringe increase, but big enough to cover 
this increase in materials costs which is inevitably going to follow 
an increase in wages, said the industry. 

I would urge you to go back and reread that testimony of Mr. Ellis 
Arnall. He said this is the kind of prophecy that any wise man would 
not indulge in. Anybody who thinks he can see into the future as to 
what is going to happen to the prices of hundreds of different com- 
modities that go into materials purchased has a better crystal ball 
than he had, if I may put it in my own words. 

In other words, this is something you simply cannot predict. He 
also said obviously a government cannot set the prices, which then 
the Government controlled, on the basis of guesses as to what might 
— in the future with respect to the prices of the materials pur- 
chased. 

He said when and if these materials do go up, then let’s look at the 
accomplished fact. If they don’t go up, obviously they don’t need a 

rice increase to take into account these costs they aren’t going to 
ave. 

Now we would suggest that this is equally true today and has been 
equally true for a long time, that it is wholly inappropriate to talk 
in terms of raising the price of steel for possible increases in materials 
costs which sometimes occur and which many, many, times do not 
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occur, and which many, many times actually are decreases in cost, not 
increases in cost. 

Mr. Cuumpris. Dr. Brubaker, I just want to ask for the record, you 
are using a per ton basis. I understand when the steel industry was 
testifying, they were using the per man-hour basis, is that right? 

Mr. Brupaxer. Yes. I had purposely used a per ton comparison 
because honestly it appears to me to be the most appropriate one. 
Prices are per ton. 

Mr. Cuumpnris. I just want that for the record. They didn’t use 
the per ton, they used the per man-hour. 

Mr. Miter. They may have used the man-hour figure before you 
but the table on page 16 of our exhibit, which is taken from page 16 
of the United States Steel Annual Report, is on a ton basis. 

Mr. Brupaxker. It does occur to us it is most appropriate for this 
comparison to make the comparison in terms of tons because the prices 
are In terms of tons and we think the costs should also be considered 
in the same measure. 

Now in terms of Mr. Arnall’s admonishment to the industry at the 
time when he was considering this question of “Shall the Government. 
allow prices to be increased,” take a look at what has happened over on 
our table A to materials and services purchased since 1952. 

You actually see a decline in the per-ton cost of materials and 
goods purchased for the whole period since 1952, and this is a period 
in which there was, as you will note, a fairly sizable increase in em- 

loyment costs. Now, if this theory of the corporation and of the 
industry had any validity, surely, you could expect to see in a period 
such as this coordinate increases in both measures, and they simply 
have not occurred. We would respectfully suggest to the subcom- 
mittee that Mr. Arnall’s caution was well taken. It is quite advisable 
for the subcommittee and for the American people to view with a con- 
siderable grain of salt this contention that, whenever employment. 
costs go up, materials costs go up, too. These figures, as we have 
shown them in table A for you, we think, demonstrate exactly the 
opposite conclusion. 

Mr. Buarr. Dr. Brubaker, if my understanding of this position of 
the steel corporation is correct, it is to the effect that, over a long-run 
period, the relationship which they describe as existing will obtain. 

Mr. Brusaxer. How long do they want to run, Dr. Blair? 

Mr. Buatr. I don’t believe that they would quarrel with you that, 
from one year to the next, the changes between employment costs and 
materials costs would not be expected to be similar. 

Mr. Muuer. Dr. Blair, could we point out that, even if the corpora- 
tion and the industry’s contention were true, there is some serious 
question about taking a price increase in advance on the basis of what 
is predicted over the next 2, 4, 5, or 10 years? 

That is, it is the industry’s claim that a price increase is justified 
in an amount which will cover increased employment costs and a 
predicted like amount of increased material costs over the distant 
future, but for that they justify a price increase at a particular point 
in time in advance, and it seems to us that this raises a rather serious 
question. 

Mr. Buarr. Your own table A would suggest—I am referring to 
the last column, the last entries in the respective columns—that 
between 1947 and 1957 the employment-cost increase has been nearly 
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twice the increase in purchased materials and service cost, 60.3 per- 
cent as against 37.2. 

Mr. Brusaxer. That’s correct. 

Mr. Buam. Then, over that 10-year period, the ratio would not be 
1to 1 but roughly 2 to 1; is that correct ? 

Mr. Brupaker. That’s correct; yes, sir. We don’t think their con- 
tention would stand up whether you take it year by year or whether 
you take it over relatively longer periods of measurement, through, 
as my colleague has suggested here, it seems to us, certainly, most 
inappropriate that you raise prices today to cover a cost that you 
may not have for 2 years from now, a possible cost in materials, even 
if it were true that eventually the materials costs were going up. 
We don’t think even that is true or has been shown to be true over a 
period of years, but, even if it were true, it would surely be a poor 
excuse for starting to increase prices right now to take care of a cost 
you don’t even have yet and you might sometime have. 

Aside from that, we would venture to suggest that there is some 
slight relationship between the eventual increase in the costs of some 
of these materials and the price increase in steel that steel is making 
right now. Some of these materials which they purchase, such as 
this material-handling equipment, which I mentioned, most of the 
equipment, the machinery, and that kind of thing which they pur- 
chase which is made of metal is increased over the years in part at 
least because of the very steel price increases which the steel industry 
itself has been the direct cause of. 

Mr. Bouron-Smirn. Mr. Chairman, might I ask a question? 

Senator Carroiy. Surely. 

Mr. Bouron-Smirn. Referring to tables A and B and your inter- 
esting computations per ton, would it be feasible for you to compute, 
in answer to Senator Wiley’s inquiry the other day about investment 
per ton, would you relate the amount of investment in the company 
year by year to the annual production of steel in tons and come up 
with a meaningful figure ? 

Mr. Broupaxer. We could relate the book investment which re- 
flects, at least in terms of the equipment and machinery and so on 
used by the companies, that part of it which is now not yet already 
— off as depreciation ; yes, that could be done. 

(The material referred to follows.) 


Investment per ton of capacity, United States Steel Corp. 


Capacity Book Capacity Book 
Year 1 Net worth in tons investment Net worth in tons j|investment 
per ton 


1 As of the beginning of the year. 


Mr. Bouron-Smirn. And what about the cost of investment per 
ton? Would that, perhaps, be reflected in — on profits after 
taxes or before taxes which you used in table B, because that would 
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be available, perhaps, to stockholders to a greater extent than profits 
before taxes? 

Mr. Brusaxer. I am not sure that there is any relationship be- 
tween the two, Mr. Bolton-Smith. 

Mr. Borron-Smiru. That is, your profits before taxes are not 
available to stockholders? 

Mr. Brusaxer. Oh, yes; they are. They are in the published an- 
nual report. 

Mr. Botron-SmirH. Ownership by stockholders? 

Mr. Brupaker. You mean they can’t get their hands on all of those 
dollars ? 

Mr. Bouron-Smitru. That’s right. 

Mr. Brupaxer. They can’t get their hands on all of the dollars 
after taxes, you know. 

Mr. Bouron-Smrru. A large portion goes to the Government? 

Mr. Bropsaxer. Yes; half of it, roughly. 

Mr. Bortron-Smiru. And, even after taxes, a considerable propor- 
tion would go into the plowback ? 

Mr. Brusaxer. What figure is it you would like us to show you 
here ¢ 

Mr. Bouron-Sairu. Profits after taxes per ton year by year. 

Mr. Broupaxer. Yes, we can do that. 

(The information referred to may be found on the previous page.) 

Mr. Brusaxer. With the exception of 1939 shown on this table, 
they will be almost precisely half of the figure that we have shown 
you here, though. The only difference you will get is years in which 
you have got a difference in tax rate. There are a few years in here 
which would be affected by excess profits taxes, and 1939 by a lower 
tax rate, but other than that you will find almost a 50-percent figure 
but we will be glad to give you such a figure. 

Mr. Dixon. Dr. Brubaker, I know at the particular time you were 
here before the subcommittee, the only record that you had to use 
as a comparison, perhaps to refer to, was the testimony that came 
to the subcommittee from the United States Steel Corp. and its an- 
nual report. 

The subcommittee is interested very much in another problem. It 
is the overall problem of carrying out its responsibility under its 
resolution to make a continuing study in order to determine whether 
the antitrust laws are sufficient to guarantee to the American public 
the benefits of competition. 

The subcommittee had called to its attention, prior to looking into 
the steel industry’s pricing practices, the fact that on July the ist, 

ast, a price increase was announced, first by the United States Steel 
orp., and shortly thereafter in its identity adopted by other steel 
producers. 

I have noticed that your charts and your comparisons have dealt 
with the United States Steel Corp. I have listened very carefully 
to your comments, explaining particularly the variance between ma- 
terial and employment costs from year to year. 

The committee has yet to hear from other steel producers. They 
will be called and they will be examined as to, for instance, why 
it was necessary for them to increase their price identically with 
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United States Steel, as Dr. Blair points out, at a time when they and 
ithe rest of the steel industry are operating at less than total capacity, 

Would it be your opinion that had you made comparisons, as you 
have in tables A, B and C, for instance, with Bethlehem’s price 
history, National Steel’s price history, Republic’s price history, In- 
land’s price history, would you state as to whether or not the overall 
conclusions that you have made from these studies and these com- 
parisons would apply equally to the other companies? 

Mr. Brousaxer. It is clear enough, I think, that the precise figures 
and the precise relationships even as between these two items for 
any particular year or even for the entire period would be different 
from company to company. 

it is equally clear, however, I think, that insofar as there are fig- 
ures available for the whole industry, which would include these 
other companies you have mentioned, that this same general con- 
clusion that we have drawn does hold. The materials costs, the em- 
ployment costs, have both for the industry as a whole increased by 
less than have steel prices. 

Mr. Drxon. Dr. Brubaker, of course as Mr. Blough pointed out 
to the subcommittee, your union is the negotiator for the whole steel 
industry. Therefore what United States Steel pays for labor, he 
a have us believe that is what Republic and Bethlehem pay for 
abor. 

Mr. Brusaxer. He knows better, but I will not quarrel with you 
about that assumption. 

Mr. Drxon. Also as he points out, they are perhaps certainly the 
most integrated company, and their material costs or perhaps even 


their labor costs might vary. Certainly their material costs might 
vary. 

Mr. Broupaxer. Yes. 

Mr. Drxon. When you make these comparisons on United States 
Steel, would that comparison hold true with a company that had to 
buy the major amount of its material from other sources? 

r. Brupaker. It is true that when you make such a aomgarnn 


that the materials cost increases will be higher and the employment 
cost increases smaller in terms of amount per ton. The comparison 
of the two, however, is still going to yield the same conclusion that 
we have drawn for United States Steel, that both of those items, 
employment cost per ton and materials cost per ton, are still less 
in terms of increase over this whole period, long or short, than are 
the. increases in prices, yes. 

Mr. Dixon. That is what I wanted to elicit from you. 

Senator Carroti. May I interrupt here just a moment. I want 
to get a little clearer for the record this idea of projecting into the 
future the costs of materials and services. 

Going back to exhibit B, I observe here in your response to the ques- 
tion of Mr. Bolton-Smith on profits before taxes, we cut in half that 
item and that will give us an idea of what the profits are after taxes? 

Mr. Brupaker. Yes, within the limitations of the data which I think 
we explained earlier in introducing the table A. We will, however, 
make such a computation for you and submit it to you of what the 
profit after taxes would be per ton of shipments. 

It is not entirely appropriate just to cut it in two, because you do 
have a few years where you have that ratio distorted by the excess 
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profits tax. Otherwise, you could almost. cut it in two, but so we may 
avoid any such distortions we will be glad to compute for you the 
figures after taxes. 

Senator Carrot. Thank you. 

(The discussion concerns revised table B, on p. 478.) 

Mr. Brusaker. While we are looking at table B, I might just as 
well explain to you what some of the conclusions are than can be drawn 
and let that suffice for the discussion which we had intended to make 
under the general title of “Steel Profits in Relationship to Price 
Increases.” 

If you will look at table B, profits before taxes per ton of steel prod- 
ucts shipped, you will notice that the margin—and that is what. this 
figure is—the margin of profit you have left over after you have paid 
all of your costs, employment, materials, depreciation, everything else 
except the taxes to the United States Government, that margin of 
profit has significantly widened over this period. 

Take a look at the figures, reading from the bottom up, in that 
first column. It honestly does not matter which year you take. If you 
are going to compare it with 1957, you have a very sharp increase, and 
for most years except for that real distortion that you got in 1951, you 
show fairly sharp increases almost from year to year over that period. 

This has occurred, in our opinion, and I would like to see a better 
cause if there is one, solely because the industry has been able to widen 
its profit margins by raising its prices by amounts which exceeded 
significantly any changes in costs claimed or otherwise, and any 
changes that occurred even by reason of the fact that they were able 
to charge off depreciation costs at a rate far, far faster than the actual 
depreciation in useful life of many of the facilities which they use. 

enator CarroLu. Dr. Brubaker, may I interrupt right at this point? 
This is one of the reasons that I made the suggestion about appear- 
ing at different ends of the table so that we could get this, which to me 
is the most important issue of all. This table B showing the profits 
before taxes in the period 1939 moving forward from a low of 4.62 to 
the first half of 1957 $35.65 per ton of steel products shipped. 

I asked this question of Mr. Blough the other day: In each year for 
the last 10 years there was an increase in production most years, an 
increase in the volume of sales, an increase in capital investment, a 
constant expansion that we are all in favor of, ine I think the record 
will show that it comes as a result of a plowing back in year after 
year of 50 percent of the net profits. 

As I recall, I brought into the record figures showing an increase 
from $1.5 billion in a 10-year period to $2.7 billion. I think I am 
right. That is an increase of $1.2 billion. 

United States Steel showed in that period of time a great expansion, 
with vast increases in their profits. 

Of course, their answer, as I look at their records, is that they 
prefer to figure their profits by percent of volume of sales. What is 
their profit as percent of volume of sales? 

Mr. Brusaker. The last figure I think they wanted to give you 
was 8.2 for 1956. It is 9.9, now. 

Senator Carrouu. 9.9 in 1955? 

Mr. Brusaker. No, in 1957. 

Senator Carroty. I was under the impression that 1955 was a good 
year for them. What was it? 
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Mr. Bropaker. It was. It was 9.0, as I remember. I have those 
figures on a sheet here for you. Let me see if I can find it quickly. 
I would rather not speculate on the figure. 

On page 35 you will find both figures. United States Steel’s net 
profit per dollar of sales was 9.0 cents in 1955. The industry’s was 
somewhat smaller. It was 7.9. United States Steel’s was 8.2 in 1956, 
and it is 9.9 so far in 1957. 

Senator Carroiu. 9.9 so far this year? 

Mr. Brupaker. Yes. 

Senator Carrotu. You must remember that they are plowing back in 
50 percent of net profit—profit after taxes. They are expanding their 
capital plant aid. their reasoning is by virtue of that expansion they 
are entitled to make a reasonable profit on that. 

Their profits after taxes in the first 6 months of 1957 were runnin; 
at an annual rate of 16 percent plus. Their profits as percent o 
volume of sales has been, as I have indicated, some 8 percent plus. 

We have talked about 9 percent this year. Does that indicate to you 
that those profits are out of line, based on other corporations? I am 
speaking now of the general profit picture of corporations. 

Mr. Brupaxer. We have already testified to the effect that we think 
the profits are exorbitantly high. 

Senator Carroty. Dr. Blair informs me that there is in the record 
a breakdown of your opinion on this matter. 

Did you say that they testified the other day on that subject? 

Mr. Brusaker. We have shown the return per sales dollar in our 
statement here, and I think I even noted it at one place in the record 
to date. For all manufacturing corporations as compared with the 
steel industry and United States Steel, the rates of return per sales 
dollar are higher for steel than they are for all manufacturing. That 
would indicate in a rough way that their margins are higher. 

Honestly, it is in our opinion not an appropriate measure, how- 
ever, to use when comparing different industries. For very good 
reasons, the ratio of profit to the sales dollar will vary tremendously 
as between industries when those industries are actually earning the 
same amount of net profit on their investment. 

The only measure which has any real significance when applied 
from industry to industry, for interindustry comparison, is a return 
on investment. Even in terms of return on investment, the steel 
industry stacks up very well as compared with other industries. 
But the important thing to remember here—and this is almost im- 
aca an your question. You say, How do they stand compared to 
others ¢ 

Surely if the economic climate is such in our country today that 
a whole raft of industries are able to earn profits that are too high, 
there hardly is justification for the steel industry to join that parade, 
if you will, and also earn profits that are too high. 

It is our frank opinion that the rates of return on investment in the 
steel industry and in all manufacturing are both far too high for the 
economic health of our economy. 

Senator Carroti. Thank you. 

Mr. Brusaker. Now, a word of caution on this table B. We have 
noted in a footnote on the table, and I do want to call it to your 
attention so no one makes a mistake as to what the table is. We have 
taken for United States Steel their total profits before taxes for the 
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whole corporation, for all of its activities, since that is the only figure 
which we have available to us. 

We have then divided that by their own shipments of finished steel. 

Now, it is true that not all of the profit represented in the profit 
before taxes or even after taxes is derived from their steelmaking 
operations, so to that extent these per ton figures are overstated in 
terms of the revenue, the margin per ton just from the steel operations. 
But there is also no reason to believe that the relationship between 
these figures from year to year is not an appropriate measure of the 
relationship just for these steelmaking operations of the corporation. 

Now, in conclusion, on this table the 1957 figure, as you will note, is 
so far out of line on the high side as compared with any other year 
in the comparison of profits before taxes that I have been asked al- 
ready, “Surely there must be some mistake in that figure. How could 
it possibly be that high in 1957 compared to the other years?” And 
the reason is a fairly simple one, which has been, I think, overlooked 
to date to a significant degree, at least in making comparisons here. 

That is the fact that there was this other price increase or two price 
increases, if you will, the selected increases in base prices at the turn 
of the year, most of them occurring in January, February, and March 
of this year, and the parallel selective increases in price extras which 
occurred at the same time, and together which averaged nearly $5 
per ton. 

It was those increases in prices to a very significant degree which are 
reflected in this figure for the first half of 1957, and which helped to 
make it far, far higher than for any other years shown, again a meas- 
ure of the fact that they did not need those price increases back at the 
turn of this year, and that all those price increases accomplished was 
to widen their profit margin. And having done that already, they 
then come back at mid- July when they have a convenient peg on 
which to hang another price increase, and say, “Now, since our costs 
are going up”—they could not talk about costs back in January 
February, and March, so they did not bother—“Now, since the cost "ot 
labor is going up, we simply do not have any choice except to raise our 
prices some more.’ 

They do that in se of a margin, not total profit, a margin per ton 
which is the highest they have earned certainly as far back as these 
records go. 

Mr. Buair. Of course, it should be pointed out by reference to the 
first column in table B that in 1954 the profits before taxes per ton of 
steel products shipped declined somewhat, from $21 to $19. 

I presume that was associated with the decline in steel production 
that occurred in 1954? 

Mr. BrupaKer. Yes. 

Mr. Buatr. Would you not expect that if the steel corporation con- 
tinues to operate at a rate of around 80 percent as it is operating now, 
for the rest of the year, as compared to a somewhat higher rate than 
prevailed during the first 6 months, the profit per ton of steel for the 
year as a W hole will be somewhat less than this figure of $35.65 you 
indicate ? 

Mr. Brusaker. Well, Dr. Blair, I am afraid you are trying to make 
out of me the prophet that I would prefer not to be. It is my own 
honest opinion, and that is all I can give it to you as—— 

Mr. Buatr. That is right. 
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Mr. Brusaker (continuing). That this profit margin as indicated 
here will be at least this high, if not higher, for the year as a whole, 
despite the lower operating rate which now prevails. And that is 
because there has been added something since July 1 which is not 
reflected in this margin, namely, $6 more per ton price increase. 

And the only cost increase that can be pointed to of any magnitude 
—_ sag time presumably is this wage increase that came along also 
in July. 

I believe the corporation mentioned a couple of other small items, 
only one of which they identified, a freight rate increase of some 65 
or 70 cents perton. They talk vaguely about some other cost increases 
that occurred in a couple of months. Honestly, I doubt that those are 
cost increases as compared with 1956 at all. I would rather suspect 
that those are the change in the price of scrap and nothing else. 

Senator Carroty. Let us see if I understand you. Exhibit B shows 
— before taxes per ton of steel, of $35.65 per ton, and total profit 

efore taxes, $926.8 million. Are you saying that estimate is based 
upon the price of steel before the $6-a-ton raise? 

Mr. Brusaker. Oh, yes. This is based on the actual amount that 
they reported themselves for the first half of the year, which did not 
have in it this price increase, because it came right at the end of the 
first half of the year. 

Senator Carroti. That raises my next question: During this pe- 
riod of time, what was their operating rate percent? 

Mr. Brupaxer. For the corporation ? 

Senator Carrouu. Yes. 

Mr. Brusaxer. I have the figure here somewhere. Let me see if 
I can find it for you. 

The rate of operation for the corporation in the second quarter 
of the year was 8914 percent of capacity. The rate of operations in 
the first quarter was 95.7 percent of capacity. 

Senator Carroty. What is it now? 

Mr. Brupaxer. The average rate for them would have been some- 
where in between those figures. I do not know the average rate of 
capacity operations for the corporation alone. These companies do not 
report publicly except by quarters some of them report, and by year. 
The rate, however, for the industry is around 80 percent. 

Senator Carroty. Around 80 percent? 

Mr. Brupaxer. Yes. 

Mr. Buatr. Dr. Brubaker, does that not in turn raise a question of 
the possible existence of a sort of endless cycle here where higher 
prices for steel may increase the cost to the steel-consuming industries 
which in turn would require at least to some extent a higher price on 
their part, which in turn might reduce the purchases of the products 
that they manufacture and thus result ultimately in a reduced de- 
mand for steel, in a reduced production of steel, and thus a higher 
cost of steel production and consequently a basis for a further price 
increase of steel and so on, infinitum? 

Mr. Brusaker. It certainly suggests it. I am not saying that it 
necessarily follows. It might well follow. I am certain that it does 
give the excuse for that kind of a cycle to occur. 

Mr. Buatr. Do you not think the possibility of that cycle is a very 
important consideration ? 
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Mr. Brusaxer. I think the possibility is an extremely important 
one, yes, and I would almost say that the likelihood is fairly great 
too. 

I do not think, however, that it is a necessary result. I have a 
constitutional objection almost to discussing this thing in terms of 
an endless circle here, because somehow or another we are going to 
have to break out of one. 

It is abundantly clear, I believe, from the figures which we have 
given you in our statement, some of them already and some we have 
not been able to get to yet, that the increases in productivity in steel 
are great enough to cover these increases in cost, and therefore there 
does not have to be the price increase in steel in the first place that 
starts that cycle that you talk about or that helps to keep it going. 

This kind of a producivity increase is also occurring in many metal- 
consuming industries. We know because we negotiate with many of 
those companies, too, and I know that there is for most of those com- 
panies and most of those industries also from their own increased pro- 
ductivity the possibility, if they were so inclined and so willing, to 
absorb those increased costs, so we did not have to have an inerease 
in the price of their product. 

But unless some of these people somewhere along the line in steel 
or in these consuming industries, and I think it probably has to occur 
in both, are willing to give the public enough consideration on this 
score to say, “We will try to take into consideration the savings that 
recur to us from increased productivity and therefore absorb some 
of these apparent increases in cost, such as an increase in wage cost,” 
which we say is not a real increase because the productivity offsets it. 
Unless they are willing to take into account those increases in produc- 
tivity and absorb these apparent cost increases that occur, then it does 
become an endless cycle, yes. 

We think they should. We fervently hope that they will. 

Mr. Buair. The ability of any steel-consuming industry to make a 
price reduction which might lead to a greater demand for its product 
and thus a greater demand by it for steel and thus greater steel produc- 
tion and thus greater steel profits, is of course reduced by each increase 
that it has to pay for steel. 

Mr. Brupaker. That is true, yes. 

Mr. Cuumpris. Mr. Chairman, I would like to make just one 
observation. 

Going back to your question about the relative profits of steel as 
compared to other corporations, there is an exhibit put out by the 
First National City Bank of New York, showing that out of 41 
industries steel was No. 17 on profit percent of net assets. 

But I want to go to a chart 

Mr. Brupsaxer. Would your conclusion from that be that they are 
doing fairly well in relationship to the others? 

Mr. Cuumeris. I am just pointing out where they rated out of the 
41. But what I was getting to, I did not have it in front of me at 
that time, was achart. “Economic indicators, August 1957,” put out 
by the United States Government Printing Office, prepared for the 
Joint Economic Committee by the Council of Economie Advisers— 
this goes as to your statement about too much profits and its effect on 
the economy of our country—it shows that in 1939, corporate profits 
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after taxes was $5 billion ; in 1948, it was $20 billion. It dropped down 
to $15 billion in 1949 and went up to $22 billion in 1950, and then in 
1956 it dropped to $21 billion. &.. there has been a $1 billion drop 
from 1950 to date. 

Then, I notice that the total labor income in the United States in 
1939 was forty-six, I guess billion, and then in 1950 was $50 billion, and 
in 1956 $234 billion, so the wages have constantly gone up from 1950 
from $150 billion to $234 billion in 1956. 

Now, I just put that in to the record for whatever comparison can 
be made of it. 

Mr. Brusaxer. I do not have time to comment on that, Mr. Chum- 
bris, at length, because you raise a whole series of problems in the 
figures. I would make a couple of very brief comments. 

Mr. Cuumpris. That is why we are here. 

Mr. Brusaxer. I think your first comparison indicates what I said 
before, that the steel industry certainly does very well in relationship 
to other manufacturing industries, and the fact that it stands 17th on 
a list of 41, it seems to me it is doing pretty darned good. 

But that does not discuss the question of whether the rate which it 
is earning and the rate which these other companies are earning or 
other industries are earning is itself an appropriate one. It is our 
own opinion that both are far, far too high for the good of the 
economy. 

Now, on this other question which you raise of the amount of total 
corporate profits, all I can say on that score is that it is our feeling 
that it has been most healthy for the economy that income from all 
sorts of labor, not just that achieved by unions in collective bargain- 
ing, that the increase in labor income over these years, as compared 
to corporate profits, has been an extremely healthy thing for our 
economy. 

We are of the very firm conviction, and at this stage I would 
venture that most economists in the country would agree with me, 
we are of the very firm conviction that if corporate profits were 
taking a larger and larger share out of our income and giving less 
and less in the form of labor income to our people to spend, that our 
country would be in grave and serious danger of repeating the kind 
of thing that came upon us in 1929. 

I would say one thing further on this score. The fact that cor- 
porate profits have shown very little change in the last few years as 
a gross amount simply has no bearing whatsoever on what has hap- 
ey in the steel industry, because as I would invite your attention 

ack to some of the tables, some of the statistics that we have in our 
own statement here of the profits, the corporate profits of the steel 
industry corporations, you will find that those corporate profits as 
they are shown on table 9, on page 28 of our statement, those cor- 
porate profits have gone up, up, up, higher nearly every year shown 
in these recent year comparisons. 

So, to that extent the steel industry, if you will, is atypical for all 
corporations. This simply means that though some corporations 
show little gain, some corporations along the line must be doing a 
hell of a lot worse along the line if the steel companies show these 
changes and the others little change. 

Mr. Cuumertis. According to this, those figures jump back and 
forth over the years. This goes over 16 years. 
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Mr. Brupaker. 1956, incidentally, would have been way above 

their rate there, had we not gotten involved in a strike with them that 
ear. That 1940 figure they cite is the highest one they can find. 

They have to go clear back before the depression to find a figure 
which is that high. 

Mr. Cuumpris. They have got it from 1910 to date. I just picked 
1940 because we have been using 1939-40 as a starting point. 

Mr. Brupaxer. Look down the rest of their list of figures for some 
of those early years back in the teens, if you will. One year they 
have a figure as high as 30 percent. Thirty cents out overy $1 they 
took as net profits. If they ever get to a figure like that, God help 
all of us, and I am serious. 

Mr. Cuumpris. What I am pointing out is that they are here from 
1910 to 1956. 

Mr. Bruspaxer. This was thievery of the worst sort, that we hope 
will never ever again be propogated on the American economy. 

Senator Carro.u. Dr. Brubaker, I warn you, you have got about 15 
minutes, so perhaps you should take the high points of anything you 
want to bring home in that 15 minutes, because the buzzer will be 
sounding soon. 

Mr. Brusaxker. I have purposely held off on what we want to 
conclude with here, because I would like the chairman of the sub- 
committee to be here. I do not want to conclude without him being 
here. 5 

In partial answer to the question you raised a moment ago, John, 
I would like to point out that there is no close parallel between the 
profits that are made by these companies and the operating rate, no 
close parallel. There is a relationship, yes, but no close parallel. 

Senator Carro.u. Have the record show that the “John” he refers to 
is Dr. Blair. 

Mr. Buatr. The record should also show that Mr. Blough of 
United States Steel refers to me as John. 

Mr. Brusaker. The operating rate of United States Steel in the 
first quarter was 95.7 percent of their ingot capacity. In that quarter 
they earned net profits of $1154 million. In the second quarter 
when their operating rate had fallen to 89.5 percent—surely if there 
is a direct parallel here you would have expected their profits to drop, 
and what onal With their operating rate down a little over 
6 points here, which is close to 7 percent, no, a little over 6 percent, 
the net profit was actually higher in the second quarter by a small 
margin. It was $115.9 million. That is one of the reasons I view 
with a little caution the conclusion that you want to suggest that 
perhaps since the rate is down to 80 percent, profits will fall off badly 
from there. 

They will go down, but only if there are no offsetting factors, and 
there is an offsetting factor, this price increase. 

Senator Carrotu. I might say to you, Dr. Brubaker, that all of 
your testimony will be inserted in the record. 

Mr. Brusaker. I know, but you people are all awfully busy people, 
Senator, and we would rather you would hear what we have to say. 

Senator Carrot. Will you hit the highlights of your testimony as 
you care to? We will try not to interrupt you in this remaining time. 

Mr. Brupsaker. We would like to suggest that you take a look at 
table 6 at the top of page 18 for just a moment on this same question 
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that was raised by Mr. Bolton-Smith a moment ago or Mr. Chumbris, 
I believe, of the relationship between the steel industry and other 
industries. We did a little comparison for you here of what has 
happened to the steel industry as compared with all manufacturing 
industries for the period of 1947 to 1956, so we have got a 10-year 
span here. You will find in that period that steel-industry profits 
have increased by nearly 190 percent, whereas all manufacturing profits 
have gone up by only 49 percent, which is a very sharp contrast, and 
again an evidence of this difference in movement between the steel 
industry and all manufacturing, partly a measure of this increasing 
profit margin which we have been talking about here. 

In terms of profits before taxes as a rate of return on net worth, 
there you find again that during this same period the steel industry 
has very significantly increased its profits before taxes, return on net 
worth, whereas in all manufacturing there has been a fairly sig- 
nificant decrease in rate of return. 

If you turn even to this business of the margin, the profits before 
taxes as a share of the sales dollar, again the steel industry shows an 
increase and a very significant one during this period. All manu- 
facturing actually shows a decrease and a very significant decrease in 
the period. 

I am afraid we are going to have to omit for oral discussion here 
this next section that we have on replacement and expansion needs 
as a basis for steel price increases. We do think, however, that that 
section should give you enough figures to show beyond real pread- 
venture of a doubt that this industry does not need higher prices in 
order to maintain its facilities and its capital equipment. 

In fact it has been able out of the margins it already had and out 
of the net profit it has already earned to get enough in the way of 
retained profit along with the depreciation amounts that are available 
to it as costs of doing their business that they could not only maintain 
their facilities during this period but that they have actually been 
able to achieve very substantial increases in total capacity during the 
period. 

This is a most significant conclusion in our opinion. 

Now on the question of productivity we ¥ want to direct your 
attention again to a couple of figures at the top of page 24 where we 
show for you the increase in productivity in steel for the period from 
1939 to date as contrasted with the increase in real straight time 
hourly earnings of steelworkers. There you see an increase in pro- 
ductivity of 71.2 percent, an increase in real straight time average 
hourly earnings of only 52.7 percent, so that the conclusion is simple 
there, that the union, despite these so-called large increases that we 
have been able to wrest from this industry, has not been able to in- 
crease the average straight time real earnings of our people as much 
as productivity has increased in this industry over the same period of 
time. We have not even been able to achieve on a real basis a pro- 
portionate share in the productivity increase of the industry. 

Now there is another figure which J think is a most significant one 
which supports this conclusion of our own which I would like to di- 
rect the subcommittee’s attention to. 

You are probably familiar with this study which was made by the 
staff of the Joint Economie Committee on Productivity, prices and 
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income. We would suggest that you look in table 146. You will find 
there an effort to compare a ratio of gross, not straight time, gross 
real average hourly earnings in the steel industry to output per man- 
hour in the steel industry over this whole period. If you will take a 
comparison, first if you will bring those figures up through 1957 as 
we have done in our own table for you here, one of our appendix 
tables on productivity, and that is relatively easy to do, if you will 
bring those figures up to date you will find that gross real average 
hourly earnings are actually lower today in steel in relationship to 
output per man-hour than they were in 1939. 

hat is exactly the conclusion that comes from our own 2 figures 
shown in table 8 just above. It is lower by 8.4 percent in 1957 

Mr. Buatr. What is the comparable ratio for 1957, the first half of 
1957 ? 

Mr. Brupaker. It is 8.4 percent lower in the first part of 1957, the 
first 4 months we were using on this because that is all we had at the 
time, as compared with the 1939 figure. 

This again, in our opinion, is conclusive proof that we have simply 
not even secured a proportionate share. I told the subcommittee yes- 
terday that it is our contention that certainly as a minimum labor 
must have the right and must be able to achieve at least a propor- 
tionate share in the productivity in our economy if we are going to 
hope to keep an expanding economy. 

We have not been able in steel even to do that much over a fairly 
long period of time. We have somewhat rectified this in the last few 
years, but we still over this fairly long period of time have not even 
been able to hold our own proportionate share in this productivity. 

Mr. Cuumpris. Let me ask just this one question at this point. Dur- 
ing the war years when prices were set by OPA, were the wages set 
at that time? 

Mr. BrupaKer. Yes, they were all frozen. There were the same kind 
of mechanisms set up for possible adjustments. 

Mr. Cuumpris. For the same period of time also / 

Mr. BrusaKer. Yes. 

Mr. Cuumpris. It covered the same years ? 

Mr. Brupaxer. Yes. And there were adjustments, as I remember, 
in both during the period of price control. Now, apparently we are 
not going to have time to get into this question of the financial posi- 
tion of the steel industry. I highlighted a few of those figures for 
you the other day. We would suggest to you urgently that you care- 
fully examine the figures which we have starting on page 27 and going 
through this section on our discussion of the financial position of the 
industry. Certainly table 9 which we have for the 25 of the largest 
companies in the industry which have 92 percent of its capacity and 
therefore, for this purpose are essentially the industry, and the figures 
that we show in table 10 for United States Steel Corp., certainly show 
to anyone I think, the conclusions we have suggested here, that there 
has been a widening of profit margins, not just an increase in gross 
figures but a widening of profit margins, and you now have the in- 
dustry earnings in 1957 at a rate of 14.1 percent on its net worth, and 
this is estimated even as of the end of this year, so it is a year ending 
net worth, not just a current net worth. You have United States 
Steel] earning a rate, on this same basis of computation, of 15.1 percent. 
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We suggest that those are by any measure excessive. They are so 
far above the rates of return that you can get for money that you 
loan out, whether it be to the Government or to a bank or even that 
the banks themselves can get when they loan the money out to some- 
body else that this kind of return on investment which now seems to 
be nothing but up, up, up and which seems to be getting so much higher 
than there is any reason for it to get that we badly need some re- 
assessment, in our opinion, on the part of the steel industry as we do 
on the part of many of these other industries of this attempt of 
theirs to push their rates of return ever higher. There surely must 
be some limit, and we would suggest that some fine time this sub- 
committee or some other subcommittee invite these industries to come 
in and discuss with you frankly what kind of a rate of return they 
consider to be adequate and appropriate and fair. 

We would say to you without qualification that 14 percent or 15 
percent or these ratios they are now earning are so far above any 
reasonable measure that they simply cannot be maintained over any 
long period of time, and still give any kind of a reasonable sharing of 
the product of our enconomy amongst all of the sectors of our eco- 
nomy. 

Mr. Cuumeprts. There you clash with the industry on what de- 
preciation should be used as a return on net worth. 

Mr. Brupaker. Yes, but you can do a lot of depreciation adjust- 
ment on this and still have an awful, awful high rate of return on 
net worth left. 

I want to suggest—is the Chairman going to be able to return? 

Senator Carrotu. I am afraid not, “Dr. Brubaker. Here is his 

roblem. He is before the Senate Public Works Committee. I should 

e there too. They are interrogating a presidential nominee for the 
Tennessee Valley Authority. Coming from Tennessee, the chairman 
of this subcommittee has to be there and I understand he is parti- 
cipating in the questioning. I have been advised that if you can’t 
finish today, the additional statements that you have to make will 
be incor porated into the record if you care to make them. 

Your full statement is already in the record, and if you desire to 
make an additional presentation, I suppose that can be arranged. 

We can recess but we cannot meet this afternoon. 

Mr. BrusaKxer. How long can we run past 12 o’clock ? 

Senator Carroti. As far as I am concerned, normally when the 
buzzer rings, we are not officially in session but I think 

Mr. Brupaxer. I am not trying to bargain with you, Senator. 

Senator Carrouu. I think we can go along for another 15 minutes. 
How much more time do you want ¢ 

Mr. Brupaxer. I think we can conclude in another 15 or 20 
minutes. 

Senator Carroiu. I wonder if this is an appropriate question. I 
am new on this committee and I don’t want to embarrass anybody. 
But I am looking at the number of stockholders of United States 
Steel as reported officially in United States Steel’s own printed report 
entitled “The Owners of United States Steel.” 

There are 587 stockholders, each of whom owns over 5,000 shares 
of stock. Do you happen to know from your research who those 
stockholders are? Do you know the names of the principal stock- 
holders ? 
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Mr. Brupaxer. This is also considered to be private information, 
which is not available to us. No; we do not know. Roger Blough, 
according to his testimony the other day, is amongst that group. 

Senator Carroxty. There is a statement in the United States Steel 
report (The Owners of United States Steel) that these 587 stock- 
holders own about 3014 percent of the stock. I had a study done by 
the Legislative Reference Service which shows that a purchase of 
$1,000 worth of stock in 1947 would today be worth more than $6,000 
in addition to payments of over $1,400 in dividends. Have you ever 
done a study of that sort, Doctor, and evaluated the increase in the 
equity of the shareholders on their stocks? 

Mr. Brupaxer. We have done a little on that score, but nothing 
elaborate. I doubt if we have done as much as your staff on this 
score. 

Senator Carroty, I am informed that that information is in the 
record, but I wanted to know whether Dr. Brubaker had ever given 
any consideration to this tremendous return on investment. 

Mr. Brupaxer. We have. 

Senator Carroity. I am not talking about dividends, but about 
plowing back in 50 percent of the profits year after year, and the 
great enhancement of the equity of the stock of the shareholder. 

Mr. Brupaxer. There isn’t any question at all, Senator Carroll, 
that it is not appropriate to talk about the shareholders return here 
solely in terms of dividends. That would be a grave mistake, because 
the shareholders not only get their dividends but they get an equity 
in all of the profit that is retained in the business, and, insofar as the 
value of the business is increased—and it is increased even on their 
books and increased tremendously in the market value assigned to 
their stock in the stock market—insofar as that is increased, also, 
the shareholders have a tremendous additional profit which is not 
reflected in their dividends. This, of course, is one which they can 
cash only by selling their stock at some time and I guess most of them 
feel maybe it is worth while to hang onto it and take a pretty good 
dividend and see this thing grow more and more. Of course, in re- 
cent years it has been growing at such a tremendous rate it is worth 
hanging on to. 

Senator Carrotu. I don’t want to point the finger just at United 
States Steel. I found the same thing true in the giant oil companies. 
I suspect it is true—you are an economist; perhaps you could advise 
me—this is a part of the whole corporate financial picture. 

Mr. Bruspaxer. We know this is true, and we certainly hope that 
this subcommittee will come up with some observations on this score. 
We think they certainly are long overdue from a committee of the 
Congress. 

Senator Carroti. Go right ahead. 

Mr. Brupaker. Since this question has been raised repeatedly, about 
how undervalued the net worth of the corporation or the industry is 
because of inflation and the long life values of much of the equipment 
which is part of the industry’s capital, I would like to suggest to you 
that, just since 1947 alone, 58 percent of the steel industry’s basic 
capacity is entirely new, so that, to that extent, at least, in very recent 
years the figures ought to reflect a significant amount of the current 
value of the capacities with which the industry is operating. This still 
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leaves some of it which is undervalued, but this leaves an awful lot 
which should be valued at reasonably current dollars. 

Now, these figures you can compute for yourselves. I do not think 
there is a point in our going over them, but it is not going to be all 
reflected on the books of the companies for one additional reason, 
however, namely, that on some of these facilities the companies have 
been allowed to use rapid amortization, and to that extent, by virtue 
of this gift that has been given to them by the Congress, their books 
still do not reflect as much of their capital value as they ought to. 

They cannot have it, however, both ways. They cannot have higher 
amortization and higher depreciation every year as they want and as 
they publicly campaign for all the time, and still have the book values 
which represent merely the unamortized portion of these facilities also 
higher and, therefore, used as the divisor to reduce the rate of return 
on net worth. You cannot have it both ways. They, apparently, 
would like it both ways. 

Now, we want again urgently to suggest to you that you look at 
pages 37 and 38 of our statement. Apparently, I do not have time to 
go over them with you here. There, we have attempted to discuss for 
you the ability of the industry to absorb wage increases out of profit 
»y virtue of the increases in productivity. And, if you will look 
carefully at those figures, you can adjust them most any way you want. 
You can use United States Steel’s 21 cents per man-hour employment 
cost increase if you want, and you will still see that a rate of produc- 
tivity assumed here of 4 percent, which is actually less than the rate 
so far this year, would be sufficient to absorb the cost of the wage 
increase we are talking about, and, as shown on table 14, would actually 
permit the industry to earn a higher rate of net profit than they already 
were earning in the first part of this year. 

Now, we want to turn to one other thing. Yesterday, we seemed to 
have a little difficulty in making our offhand oral mathematics under- 
stood all the way around, and I realize it is awfully difficult to follow 
figures unless you can see them, so we have prepared for your assistance 
on this score this morning this table C, which we have submitted to 
you already, in which we think you can see more clearly, perhaps, than 
we did yesterday what actually is involved in this most recent price 
increase, which is the one we were called down here specifically to 
discuss with you. 

We have shown first for you there the union’s estimate of the cost 
of the July wage and fringe increase, 16.4 cents per hour, the compar- 
able estimate from United States Steel, 19.4. Isaycomparable. They 
gave you also a 21-cent figure, of which we are aware. It is not, how- 
ever, comparable to the 16.4, and it is derived, as you know, from adding 
something else which has nothing to do with our union or with com- 
parable wage increases to other employees. The man-hours required 
per ton of finished steel shipped—we have taken for you and shown 
in this table for the last 4 years the steel-industry figure of man-hours 
required to make a ton of finished steel. They show a reduction from 
1954, the figure of 18.6, down to 16 in 1955, to 15.9 in 1956, which is 
obviously affected by the strike, and down to 15.2 in 1957. 

For United States Steel, it is our understanding, from yesterday’s 
testimony by Bradford Smith and from some further conversations on 
this score, that the corporation did submit to the committee at its re- 
quest figures on man-hours required per ton of steel for 1954 and 
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1955. We have shown those on the chart as 19 and 16.5, respectively. 
No figure was submitted for 1956. We have computed for you an 
‘estimated figure of 1514 to 15.8, and the calculation is shown in the 
footnote. We indicated for you yesterday the basis of that calcula- 
tion. It is based on some of the figures which United States Steel, 
itself, submitted to you. Now, as you will notice, these figures, while 
not precisely the same for the steel industry and for United States Steel, 
do go in the same direction and in roughly the same magnitude for 
each of these last several years. 

Now, if we come to the computation of the increased wage and fringe 
cost per ton as a result of the July 1957 wage and fringe increase—— 

Mr. Buatr. Just one brief sentence there, Dr. Brubaker. If you 
take the figure of 16.5 reported to the subcommittee by the United 
States Steel Corp. for the year 1955, and reduce it by 3 percent a year 
for 1956 and 1957, you will recall BLS averaged increase in produc- 
tivity being 2.9. 

Mr. Brupaker. Yes, sir. 

Mr. Buarr. The result for 1957 would be 15.5, which is the same 
figure that you have arrived at by a different technique. 

Mr. BruBaker. Yes, sir. 

Now, if you attempt to project the cost of the wage and fringe 
increases which we secured in July for the steel industry and for 
United States Steel, as we have done in the latter part of this tabula- 
tion, all we have done is to take for the industry the 15.2 man-hours 
required to make a ton of steel. We multiplied it by the 16.4 cent per 
hour which wages and fringes increased according to our estimate, and 
that yields a figure of $2.49. 

If we take United States Steel’s comparable wage estimate of 19.4 
cents and apply it to the same figure, you would get a $2.95 figure. 

If you take for just United States Steel itself and use the 1514 
or 15.8 man-hours, and we have used both to give you a range there, and 
multiply it respectively by the 16.4 cents and 19.4 cents, you will arrive 
at a wage increase based on the union’s wage estimate of $2.54 to $2.59 
per ton, and one based on United States Steel’s 19.4-cent estimate of 
$3.01 to $3.07 per ton. 

This would suggest that no matter which of these figures you use, 
either half or even less than half of this July 1957 price increase could 
possibly be attributed to the steel wage and fringe increase. Even if 
you take the corporation’s own estimate, it is only roughly $3 per ton. 

If you take what we feel is a sounder estimate, it is nearer $2.50 per 
ton. But, and this is the conclusion that we want to leave with you, 
that by itself, either figure, is a gross overstatement of the increase in 
cost arising from the wage increase. This is true because this kind of 
a computation does not take into account at all the increase in pro- 
ductivity which is occurring today in the steel industry. 

If you were to do 1 simple additional calculation, which we have 
not done on this page, if you were to take that figure that United States 
Steel gave to you of employment cost per man-hour of $3.64 in the 
second quarter of this year, and if you were to apply to that the seven- 
tenth of a man-hour saving, the difference between the 15.9 man-hours 
for the industry in 1956 and the 15.2 so far in 1957, seven-tenths of a 
man-hour at the $3.64 figure they use as their employment cost per 
man-hour during that same period, you would get a figure of roughly 
$2.55. That is the saving arising to them just from this change in 
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roductivity which is now occurring. And there is every reason to 
Collenes I think, from the figures which we have shown you and the 
figures which are in the BLS productivity index, that we can expect to 
see a continuation of the increases in productivity from the corporation 
and from the steel industry. 

So what do you have left from this? The corporation and the 
industry raised their prices $6 a ton. They said, “We had to do this 
because wage costs went up $2.50.” 

I think they used a figure of 314 or 4. We think a realistic calcula- 
tion as we have done here reduces this to about $2.50. 

Now, what else is there that could have possibly called for a $6-a-ton 
increase? Were there material cost increases at the same time? We 
think our table A proves fairly conclusively that so far in 1957 as 
contrasted with last year, there has been a sharp decline in materials 
costs per ton. 

All right, wage costs went up 214, materials costs went down. They 
need some money for expansion maybe. They will not say how much 
they might need for this. 

We do not think it is a proper charge against prices in the first 
place. They did not say so to you. I think it is fairly obvious they 
want to increase their profit margin as they have so far been doing 
already this year. They want to increase it even further. 

How much is that per ton? I donot know. Maybe somewhere out 
of some guesses on these items you can add up $6. I cannot. 

But if you then take the 1 figure you have got in trying to add up 
to $6 this $2.50 wage increase per ton, measure it against the increase 
in productivity, which is also about $2.50 per ton, we suggest to you you 
have got nothing left by way of increased cost to which you can point 
as a basis for making a price increase, and we say to you therefore that 
we think this price increase was wholly unjustified on the basis of costs, 
and so far as we can see on any other reasonable basis at all. 

We would conclude for you as we stated to you as a conclusion from 
this study when we opened the session, that it appears to us that the 
steel industry has set forth for itself a policy of raising its profits by 
increasing its prices, and that any effort to justify this policy of 
increased prices on the basis of increased costs simply will not stand 
the examination of the figures themselves, and you are then forced 
back to the conclusion the industry wants to widen its profit share 
and it intends to take that money out of higher prices charged to 
steel consumers. 

We do not think that its price increases bear any relationship to its 
level of operations or to its costs, but only to this determination to 
increase its profit. 

Thank you, very much. 

We will be happy to supply the additional things which you have 
suggested and requested of us, and if you have other things that are 
within our power to supply for you, we will be more than happy to 
try to furnish such, too. 

We wish you the very best of—I will not say luck, but the very best 
of success, at least, in trying to resolve some of the apparent con- 
flicts in figures. We think they are only apparent and we hope that 
you are able to come out of your hearings with some significant con- 
eran which we think are called for by a careful examination of all 
the facts. 
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Senator Carrott. Dr. Brubaker, I want to commend you for a 
very excellent summary of the position of the United Steelworkers. 
I think it is clear, it is forthright, it is cogent. Certainly, it will be 
given very careful consideration by the subcommittee and by the staff. 
; ano you leave, I would like to ask you one further question, if 

might. 

Mr. Brusaker. Is this on my 15 minutes? 

Senator Carroti. Are you familiar with the membership of the 
—e of directors of United States Steel? Do you know who they 
are 

Mr. Broupaker. Yes. 

Senator Carrott. Do you know whether or not they serve as 
directors of other major corporations? 

Mr. Brupaxer. Many of them do. 

Senator Carrotu. Are you able to furnish to the committee any in- 
formation on this question? I have before me a report of the F saeael 
Trade Commission on interlocking directorates. It goes back to 
1946, 

Take a look at that and, if you will, look at that chart. If you 
know the connections of these directors with other companies, I think 
it would be very helpful to the committee to know what they are, 
and where they serve, in addition to serving on United States Steel. 

We might bring that chart up to date, not only for United States 
Steel, but for the entire steel industry. 

Mr. Brupaker. Senator Carroll, we will be glad to do this if you 
want us to. I do suggest, however, that this is actually a matter of 

ublic record and it is a matter which the Federal Trade Commission 
1as before it or can secure. And it would seem to us, frankly, to be a 
much better precedure if this were requested by you directly from 
the Federal Trade Commission. 

Senator Carrot. I think that is a very fine suggestion and we will 
be happy to do it that way. I merely wanted to get it in the record. 
I do not think the question has been asked before in the hearings. 

Mr. Brupaker. There are other public sources for this, as you 
know. Standard & Poor’s publishes a register of directors from which 
you can trace such cross-relationships. 

Senator Carroti. I thank you for your suggestion. 

Mr. Dixon, do you have a statement to make in behalf of Senator 
Kefauver ? 

Mr. Drxon. Yes. 

Senator Kefauver, Dr. Brubaker, asked me to convey his apprecia- 
tion for the very reasoned and informative statement that you— 
with the aid of your assistants Mr. Miller, Mr. Poliara, and Miss 
Parnham—have given to the subcommittee. It wiil certainly be 
studied with a great deal of interest. 

Also, Senator Carroll, as it is known, we had tentatively scheduled 
Bethlehem Steel Corp. to appear before the subcommittee starting 
today. As it was obvious we could not finish today with Dr. Bru- 
baker, we had set him over and finally, due to the pressures on the 
members of the subcommittee in the waning days of this session, it 
was decided late last night to suspend the hearings on Bethlehem 
at the call of the chairman, and so Senator Kefauver requested me 
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to request that you adjourn the hearings at the call of the Chair, if 
you will please, sir. 

Senator Carroty. Dr. Brubaker, is there anything else you want to 
add to this? If not, I want to say personally you have been very help- 
ful tome. I am not as expert on these matters as some of these other 
Senators. But if I get the chance to cross-examine you and the steel 
industry representatives at the same time, I may find out some of the 
answers to these problems, at least to my satisfaction. 

I think you very much for your appearance. The committee will 
stand adjourned subject to the call of the Chair. 

(Whereupon, at 12:25 p. m., the committee was adjourned sub- 
ject to the call of the Chair.) 

(The prepared statement submitted by Mr. Brubaker is as follows :) 


“Wry A STEEL PRICE INCREASE IN 1957?” 
INTRODUCTION 


The United Steelworkers of America is pleased to accept the invitation of this 
subcommittee to present relevant testimony to assist the subcommittee in its 
examination of the question of whether or not the steel industry “needed” to 
increase its prices in July 1957 for any reason and more particularly whether 
or not wage increases “required” any increase in steel prices. The question of 
whether or not the recent steel price increase was determined on a “cost” basis 
or is justifiable on any reasonable basis is a question which badly needs an 
answer based on a full review of the pertinent facts. Insofar at it can do so, 
the union will be happy to assist the subcommittee in securing and documenting 
these facts and in answering this question. 

The United Steelworkers is the collective bargaining representative of about 
a million and a quarter workers, approximately one-half of whom are employed 
in the basic steel industry and most of the remainder in a variety of industries 
which can be described in general terms as metal fabricating. The union ne- 
gotiates collective bargaining agreements with well over 2,000 employers, but 25 
major steel companies employ nearly one-half of its membership. These 25 
companies have 92 percent of the total capacity of the industry. The 3 largest 
steel companies have 53.3 percent of total capacity. 

Our interest in the subject of steel prices is almost too obvious to require 
explanation. The steel industry, by reason of its size and the basic nature of 
its production, plays a key role in our national economy. A healthy, expanding 
steel industry is a prime asset of any industrial nation. Because of its im- 
portance, the policies and practices of the steel industry, whether they are in 
the area of prices, capacity expansion, collective bargaining, employment, auto- 
mation, or almost any other area, have a profound impact on all of us. 

There is a grave question of public interested raised by the industry’s July 
1957 price increase; namely, “Is it proper to raise prices when the operating 
rate is falling and demand, though still relatively good, has softened signifi- 
cantly?’ Apparently, the industry believes that any time—whether demand 
is high or low, whether it is rising or falling—is a good time to raise prices. 
It has just raised its prices at a time whtn demand is far below that of 1956 
and early 1957. This may well mean even less production and less employment. 
In a truly competitive operation, which steel insists it is, it is customary for 
competitors to cut prices when demand falls. This is done to stimulate con- 
sumption and, consequently, production and employment. The steel industry’s 
employment (production and maintenance) fell from a level of 566,000 in the 
10 strike-free months of 1956 to 547,400 in April 1957 as the operating rate de- 
clined from 98.6 percent for these 10 months to 89.5 percent in April—a loss 
of 18,600 jobs. As the operating rate dropped further to about 80 percent 
recently, the number of unemployed rose further—probably to about 25,000. Yet 
the industry not only has not cut prices, but it has raised them. This may well 
suggest the question, “Has the industry chosen a course of restricted, though 
still fairly high, output at higher prices and more unemployment as against the 
other alternative of lower prices, more production, and more employment? 
Certainly, it is the ability of the steel industry to make such choices, the action 
of its leaders in making them, and the industry’s apparent freedom to raise 
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prices at will despite the level of demand, that has earned it the name of an 
“administered price” industry. 

Our union members, naturally, are interested in a profitable and growing 
steel industry, not only as steelworkers but as citizens of the United States 
concerned with the need to maintain a healthy and expanding economy. Our 
union members, just as understandably, are interested in steel pricing policies, 
not only as steelworkers, but as consumers who are concerned with the impact 
of a rising price level influenced by the movement of steel prices. 

Over a relatively long period of time, but especially in recent months, there 
has been a great deal of discussion concerning prices and price increases. It 
is, indeed, remarkable that, in the profusion of arguments, statistics, and 
economic theories which have been advanced to explain price increases, there 
is almost never found mention of one central fact which would go a long way 
toward helping the public understand the workings of our economic system. 
That central fact is that the mainspring of our economy is the profit motive. 
In other contexts, this fact is often brought forth, but in public discussions of 
corporate pricing policies this fact is conspicuous by its absence. It is as if no 
company or industry ever raised its prices in order to make more money. 

The industrialists of a bygone era, who allegedly subscribed to the philosophy 
of “the public be damned,” at least had the virtue of frankness. Today, we are 
confronted, not with frankness, but with a calculated attempt to obscure the 
very direct relationship between the desire for greater profits and the raising 
of prices. Of key importance in this deliberate strategy is placing before the 
public a scapegoat—organized labor. By constant repetition of the theory that 
price increases have been forced by labor unions, corporate management vir- 
tually has succeeded in turning attention away from the obvious connection 
between rising prices and rising profits. Nowhere is this more apparent than 
in the steel industry. 

At the outset, the union would like to make its position clear. The steel- 
workers union does not allege that a fair profit level is undesirable. On the 
contrary, a reasonable return on invested capital is necessary in our economy 
for the maintenance of its economic health. Furthermore, our union does not 
claim that the steel industry could have absorbed all of its increased costs of 
production since World War II ended with no price increases whatsoever. But 
we do maintain that a study of the facts reveals several obvious, though perhaps 
startling, conclusions. 

OUR CONCLUSIONS 


1. Steel price increases in the post-World War IJ period have been exorbitant 
in relation to increased costs. 

2. Steel price increases have been the most important medium for increasing 
steel profits—“administered profits” achieved through ‘‘administered prices.” 

3. Steel price increases have been unrelated to wage increases—except for 
purposeful coincidence in timing so that many major steel price increases occur 
Simultaneously with wage adjustments. This serves the purpose of providing 
a scapegoat—the union and its wage increases. 

4. As has been true of a whole series of steel price increases, the 1957 steel 
price increase of $6 per ton was not necessitated by wage increases or other cost 
increases. It was designed to produce a further enlargement of steel profits 
and to widen already excessive profit margins. It brought the price increases 
within the past year to $19.50 per ton. 

The $6 increase will add about $545 million a year in increased revenues to 
the entire industry and nearly $160 million to United States Steel Corp. In 
making this price increase, the industry’s price administrators, as usual, com- 
pletely ignored the sharp productivity growth. 

5. The industry’s leader, United States Steel Corp., which initiated the 1957 
steel price increase (as it has normally initiated the increases in prior years), 
could have put into effect a price cut of $6 a ton, instead of a price increase of $6 
a ton, absorbed the cost of the wage increase, and could still have earned greater 
net profits after taxes in 1957 than were ever earned in the history of the 
corporation. The profits of the rest of the industry as a group indicate that the 
industry could, as usual, have joined United States Steel in this endeavor with 
Similarly favorable results. 

6. Steel price increases have outnumbered steel wage increases by more than 
2 to 1 in the postwar period. There have been 22 price increases and only 10 
wage increases. 
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7. Wage increases have not caused a single steel price increase since the forma- 
tion of the union 20 years ago. 

8. Steel price increases have resulted in increased revenues to the steel industry 
of more than $3 ($3.23) for each $1 of increased wage and fringe costs granted 
to its steelworkers for the 11 years ending December 1956. In 1956 it required 
on the average only 15.9 man-hours to make a ton of finished steel; this figure 
had fallen to 15.2 man-hours in first quarter 1957. In 1956 alone, the steel price 
increase exceeded the wage fringe increase in a ratio of 2.7 to 1. In 1957, 
the ratio was nearly 4 to 1. 

9. Steel prices have increased far more rapidly than have the materials costs 
(prices of materials purchased by the industry for its own use) in a ratio of 
2or3 tol. 

10. Wage increases gained by steelworkers over the years through collective 
bargaining have been more than earned by constantly and sharply rising produc- 
tivity; i. e., output of steel per man-hour worked. The wage increases could 
have been absorbed out of the productivity gains, since real productivity increases 
have significantly exceeded real wage gains of steelworkers since 1939. 

The productivity increase so far in 1957 is at a rate of 5 percent above 1956; 
and 71.2 percent above 1939. 

11. The July 1957 wage increase (15.5 cents per hour or 5.9 percent) could have 
been absorbed entirely out of the 1957 productivity increase of 5 percent to date; 
because total employment costs are only approximately 35 percent of sales and 
the impact of 5.9 percent wage increase is therefore only 2.1 percent ; and because 
with this sizable productivity increase, unit costs show no increase at all, but 
instead a decline. Even if added wage costs were to be met only out of that 
share of the increased product represented by employment costs, it would require 
only a fractional further productivity increase (0.9 of 1 percent) in 1957 to 
permit full absorption of the 1957 wage increase just out of the share which 
employment costs represents in this increased productivity. 

A productivity increase of as little as 4 percent, if applied solely to the off- 
setting of the 1957 wage increase, would permit absorption of the full wage 
increase without any increase in prices and would still leave net profits and 
return on net worth at peak levels—levels even higher than those already indi- 
cated for 1957. This would be true even if United States Steel’s 21-cent estimate 
of the wage increase was accepted and used. This is a measure of the industry’s 
ability to absorb wage costs, if it so desires. 

12. An analysis of the financial reports of the 25 leading companies in the 
industry shows for 1957 (first quarter annual rate) : 

Profits : 

Profits before taxes, $2,512.8 million; new record up 23.3 percent over 
prior peak 1955. 

Net profits, $1,252.4 million; new record up 21.4 percent over prior peak 
1956. 

Return on net worth: 

Profits before taxes, 28.4; peak return for postwar period, (exceeded 
only in distorted Korean period). 
Net profits, 14.1 percent; peak return for postwar period. 

Shares of the sales dollar (22 companies) : 

Profits before taxes, 15.9 cents; peak return for postwar period (exceeded 
only in distorted Korean period). 

Net profits, 7.9 cents; peak return for postwar period (exceeded only in 
distorted Korean period). 

Dividends: $482.3 million; new record up 13.5 percent over prior peak 1956. 

When steel industry data for 1956 are compared with all manufacturing data 
for the same year (the latest data available for all manufacturing), it becomes 
evident that the steel industry’s profits and dividends increased several times as 
fast since 1947 as have the corresponding figures for all manufacturing; and re- 
turn on net worth and profits as a share of the sales dollar rose in steel while 
they declined in all manufacturing. These comparisons are potent indicators of 
the inflationary pricing policy followed by the steel industry. 

For United States Steel Corp. the corresponding figures, based on first quarter 
1957, are even more favorable than the foregoing comparisons for the whole 
industry : 

Profits : 

Profits before taxes, $925.9 million; new record up 25.8 percent over prior 
peak 1955. 
oo profits, $461.9 million; new record up 24.8 percent over prior peak 
55. 
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Return on net worth: 

Profits before taxes, 30.2 percent ; a postwar peak. 
Net profits, 15.1 percent ; a postwar peak. 

Shares of the sales dollar: 

Profits before taxes, 19.8 cents ; a postwar peak. 
Net profits, 9.9 cents ; a postwar peak. 

Dividends: $161.2 million, new record up 11.2 percent over prior peak 1956. 

Profits per man-hour : 

Profits before taxes, $1.800, a record; a yearly growth rate of 15.7 per- 
cent (compounded annually since 1939). 

Net Profits, $0.898, a record; a yearly growth rate of 13.0 percent (com- 
pounded annually since 1939). 

Thus United States Steel is earning a profit before taxes per man-hour more 
than two-thirds as large as the average wage, $2.62, which it pays per man- 
hour of labor. It is from this margin of $1.80 per man-hour that it can pay 
and absorb hourly wage increases. 

Its rate of growth of profits before taxes per man-hour, 15.7 percent per year 
since 1939, is almost twice as high as the 8 percent per year increase in em- 
ployment costs claimed by United States Steel since 1940. 

The documentation on which these conclusions are based follows. First con- 
sideration is given to the steel price increases themselves. 


A. STEEL PRICE INCREASES 


1. The 1957 steel-price increase—its amount and the need for it 


Again in July 1957, the steel industry has raised its prices $6 per ton at the 
same time as it was putting into effect a wage increase for its employees agreed 
on in mid-1956. This, however, was not even the first steel-price increase of 
1957. During the several months from December 1956 through March 1957, the 
industry raised its prices on nearly all of its products through a series of adjust- 
ments of the price extras and another series of increases in the base prices of 
selected steel products. And these price increases had followed fast on another 
major one in August 1956. Thus, there have been four clearly distinguishable 
price increases in the industry in less than a year, as shown in table 1: 


TABLE 1.—Steel-price increases, August 1956-—July 1957 


Stated amount 
per ton 
Date (average) 


August 1956 

December 1956—March 1957 extras 
December 1956—March 1957 base 
July 1957 


1 Steel magazine estimate, July 8, 1957. 


These steel-price increases raised prices to steel consumers by 15-16 percent. 
They were wholly unwarranted in view of the industry’s already excessive 
profits, the rapidly increasing output per man-hour worked, and the corresponding 
reduction in the man-hour requirements for the production of each ton of steel 
and the ability of the industry to absorb its increased costs. 

The most recent $6-per-ton price increase was one of the more indefensible ones. 
As usual it was claimed that it was caused primarily by increased wage costs. 
Yet it came after 6 months of the most profitable operations in the history of 
the industry and of United States Steel Corp. While data for the first quarter 
1957 only are available for most companies and for United Steel Corp. at this 
writing, those data show United States Steel Corp., for example, with— 

. The highest net profits in its history. 

. A new peak in profits before taxes. 

. Record sales despite a first quarter drop in shipments. 
. The highest net profits per man-hour ever earned. 

. The largest dividends ever paid. 

. The greatest rate of return on net worth ever earned. 

There is every reason to believe that the full first half will continue this 
highly favorable picture. 
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This fabulous record was made possible, in part, it was admitted in a Wall 
Street Journal interview May 1, 1957, because of the price impact of recent 1956 
and 1957 price increases. But the primary reason for it, according to Board 
Chairman Roger Blough, was lowered costs. Yet, despite these lowered costs, 
which were mainly a reflection of the increases in output per man-hour, United 
States Steel Corp. chose to raise its prices by $6 per ton. The industry followed 
suit. Based on the shipments level of the first quarter 1957, this price increase 
will yield nearly $80 million in increased sales revenue to United States Steel 
in the balance of the year and nearly $160 million in a full year. The entire 
industry will receive approximately $545 million* increased revenue in a full 
year. 

It is apparent that no price increase was “necessary.” In fact, the corpora- 
tion could have reduced its prices by $6 per ton on July 1, absorbed the cost of 
the July wage and “fringe” increase of 15.5 cents per hour for the balance of 
the year, and still have earned the highest net profits in its history, within a 
range of $387 million to $402 million,? as compared with the prior peak profits of 
$370.1 million in 1955. The entire industry would also have recorded peak profits 
with a similar price reduction. 

Had the corporation been willing to hold prices at the June level and absorb 
the cost of the wage increase, it could have done so and have earned even 
greater net profits, $425 million to $442 million.’ 

Actually the absorption of the “cost” of the wage increase would not have 
reduced profits at all; since productivity is increasing and man-hour require- 
ments per ton of steel are declining. As is demonstrated in section C. 6, a 
modest 4 percent increase in productivity would permit absorption of the full 
1957 wage increase without any price increase and would still leave profits 
at an even higher 1957 level than is already indicated for the year. 

Obviously the 1957 wage increase did not cause the steel price increase in 
any commonsense meaning of the term. Perhaps it would be helpful, however, 
to examine the 1957 wage increase. 


2. The 1957 steel wage increase 


The steel wage and fringe increase made effective in July totaled 15.5 cents 
per hour (5.9 percent) in cost to the United States Steel Corp. Of this amount, 
11.5 cents (4.4 percent) represents the amounts and costs of the wages and 
fringes agreed on in the 1956 settlement; the other 4 cents is a cost-of-living 
adjustment made to reestablish, at least in part, the real wage levels fixed 
in the 1956 contract. This 15.5-cent figure is represented to be 21 cents by the 
corporation. Without much unconscionable padding of costs, it is impossible to 
reach any such figure as 21 cents.‘ 

The union’s cost estimates are based on actual payroll and operations data 
supplied to it by the corporation prior to the 1956 negotiations. These data 
permit precise calculations of almost the entire impact of the wage and “fringe” 
changes finally agreed on. These figures reflect all direct costs, including the 
incentive impact. There will be a very small further indirect ‘ cost arising from 
slightly higher overtime and vacation and holiday pay, which are based on the 
wage rates and therefore increase slightly as wages rise. The claimed increase 
in pension costs due to increased wages is not valid, since pension costs are 
already calculated actuarily to take into account a rising wage level. This is 
mainly true also of the alleged increase in social-security taxes since these taxes 
apply only to the lower end of each employee’s earnings, the first $4,200. In 
fact, even the costs here indicated are probably a little on the high side because 
(1) part of the Sunday overtime cost can be, and is being, avoided by reschedul- 


1 Calculated on first quarter 1957 shipments data as follows: 22,689,781 tons (first 
quarter) times 4 quarters times $6 equals $544.6 million. 

2 Calculated on first quarter 1957 data as follows: Annual rate of profits before taxes, 
$925.9 million ; less $79.4 million for price decrease (shipments for one-half year, 13,239,- 
586 tons times $6 price decrease) ; less $39.9 million for weue increase (15.5 cents times 
man-hours for all employees, i. e., 270,788 employees times 950 hours for one-half year) 
equals $806.6 million profits before taxes times 48 percent equals $387.2 million net profits. 
If the actual first quarter ratio of net profits to profits before taxes of 49.9 percent is used 
instead in this calculation, net profits would be $402.5 million. 

% Calculated as in first example except that the effect of a price decrease is omitted. 
This yields a profit before taxes of $886.0 million and net profits of $425.3 million or 
$442.1 million depending on whether the rate of 48 percent or 49.9 percent is used. 

*It is interesting to note that another major company, which is under contract with the 
union and which faced similar 1957 wage increases, has estimated the indirect cost at 
10 to 15 percent of the increased wages and fringes. This produces a figure far short of 
United States Steel’s 21 cents. 
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: ing, and (2) the regular overtime costs have largely disappeared as the operating 
d rate has declined. 
. The costs of the July 1957 wage and fringe increase, based on the corporation’s 
d own figures are shown in table 2: 
: TABLE 2.—Costs of July 1957 wage and fringe increase 
a] Amount in 
F Item cents per hour 
1 Gemered Wag -IRCROBOR 6 ssid eine nstscidinmintdtncitinlenthlainittiatticanisthinetadieninid 7.0 
Jnepemtent iRere0 0s sie kid sn kita usciitlnthlebtntittadlilbtdanstebdndabbie 13 
Impact on; incemtlyetisi cits cies ssccsinbnsthdi Smaps leita fos .8 
; eee y | PT CNR a isinsititied id nkiswidsssorincdidoeinndaehnsad-eneseiadienaes 2.0 
' Holiday premium (for work on holidays) ~-----.----------------------. +t 
; Sattbeteles dc: iine hb dancyeeiaainesnenenanenentaeeael 
Dn Ceebattictes ettestmeet 
b ——— 
, | BPotal---------------------------------------------------------- 
It should be remembered, however, that these costs all assume no increase in 
2 productivity. Insofar as there are such increases, this cost is offset, in part, or 
: entirely so. As is shown in the productivity section of this statement, the 1957 
: wage increase is entirely offset by the 1957 productivity increase. But the 
l industry is determined not to absorb one cent of wage increase cost—hence its 
; price increase. 





The question as to whether or not this price increase policy is consistently 
followed by the industry is best answered by an examination of the industry’s 
price changes during the entire postwar period. Also examined are each of the 
major causes advanced by the industry in an effort to justify its policy of ever 
higher prices. 


3. Steel prices—Longer range comparisons 

For several years the industry has attempted to justify its unwarranted price 
increases by several, oft-repeated allegations. The precise emphasis varies from 
price increase to price increase but nearly always the industry claims that— 


(a) Steel price increases have been forced by steel wage increases; 

(b) Steel wage increases always result in higher materials costs which 
are equal in amount to the “cost” of the wage increases ; 

(c) Steel profits and profit margins have traditionally been too low and 
must, therefore, be raised; and finally 

(d) The depreciation charges permitted by Federal tax laws are inade- 
quate and it is, therefore, “necessary” to secure from higher prices and 
higher profits the funds to maintain and to expand steel-producing capacity. 

The facts, and fancy, related to each of these claims are examined in this 
section. 

(a) Steel wages in relation to steel prices.—Steel industry spokesmen con- 
stantly refer to wage increase ‘rounds’’—the 1957 one, they assert, is the 10th 
one since the war. They are loathe to match this figure with the corresponding 
one on rounds of price increase. The reason is simple. As indicated in table 3, 
the industry has raised its prices 22 times in this same 114-year period since 
1945: 

























TABLE 3.—Steel price “rounds” of increases since 1945 






General price increases (on nearly all products) -_._.___-________-- 
Selected price increases (on some products) __---_-_-_-_-_--__--__--_____ 4 
BEixtras. (increases.other than in base prices)... es a ei Se 






Total “rounds” of: price. increases... is. hs ee co ce L she see 


This record is in sharp contrast with the 10 wage increases since 1945 (1949 
showed no wage increase, only the institution of a pension and insurance pro- 
gram; and in 1951 there was no increase of any sort). 

This means more than two price increases for every wage increase. These 
increases are set forth in appendix table 15. 





















518 ADMINISTERED PRICES 






An even more startling comparison shows that the industry’s price increases 
have produced $3.23 in additional sales revenue for the industry for each $1 
in increased wages and fringes paid to its employees in the 11 years since the 
war (1946-56, inclusive).® Full details are shown in appendix table 16. 

The price increases from December 1945 through December 1956 have totaled 
$67.20 per ton in base prices and, as a minimum, another $10.98 in extras or a 
cumulative total of $78.18 per ton. The wage and fringe increase in the same 
1l-year period totaled $1.517 per hour. When these figures are multiplied re- 
spectively by the American Iron and Steel Institute’s 1956 steel shipments 
figures and its data on man-hours worked by all employees in the industry 
(adjusted to cover 100 percent of the industry) in order to reflect these cumu- 
lative price and wage increases in the operations of the most recent full year, 
1956,° they show quite a contrast as indicated in table 4: 


TABLE 4.—Ratio of revenue from price increases and “cost” of wage increases, 


1946-56 
Added revenue produced by the price increases__....__.______-_ $6, 508, 576, 314 


Labor cost impact from wage and fringe settlements._._.___.____ —2, 013, 636, 473 





Net gain to the industry from the price increases after 
offsetting added wage costs_.....-.______._________ 4, 494, 939, 841 
Ratio of added revenue to each $1 of added labor cost_________ $3. 23—$1. 00 


This conclusion is supported by a comparison of a labor cost index (BLS 
man-hours per unit of production times BLS average hourly earnings) with the 
BLS price measure, the Steel Mill Products Wholesale Price Index. Based on 
the year 1947, these indexes show that steel prices in first 4 months of 1957° 
had risen by 96.3 percent, whereas labor cost had risen only 34.7 percent. Thus, 
steel prices rose 2.8 times as fast as labor costs. The details are set forth in 
appendix table 17. These figures are per unit figures and reflect the change in 
profit margins re wage costs during this period of more than 8 years. 

This conclusion is further supported by the New York Herald Tribune which 
ean scarcely be called a prolabor publication. In an editorial under date of 
July 3, 1957, it criticized the steel industry’s price increase citing figures to 
show that, from 1946 to 1956, steel prices had risen by 115 percent whereas labor 
costs per ingot ton went up only 30 percent. 

Of course, it is conceivable that the industry’s price increases bear no rela- 
tionship to costs at all. Obviously costs can be determined mathematically. 
Yet United States Steel’s chairman, Roger Blough, in a recent interview con- 
cerning the 1957 price increase, said it, and its size, had not been arrived at 
mathematically, but had been determined, instead, as a matter of “judgment.” 

(b) Steel materials costs in relation to steel prices.—The rise in the cost of 
materials purchased by the steel industry when compared with the prices 
charged for the products sold by the industry also show a sharp contrast. Sales 
prices of steel have exceeded materials purchases prices by about a 3 to 1 ratio 
for the period 1947 * contrasted with the first 4 months of 1957. The industry 
raised its steel prices by 96.3 percent while its materials costs rose 31.6 percent. 
The most recent steel price increase will widen this ratio. It is abundantly 
clear that steel prices in recent years have risen far more rapidly than other 
prices including the prices of the materials which the steel industry buys. 

The two wholesale price measures used in this comparison are the BLS 
indexes for steel mill products (to measure steel price increases) and for all 


5 Separate calculations for the 1956 and 1957 price and wage increases yield figures 
consistent with those for the 11-year period. They show price increases exceeding wage 
and fringe increases by 2.7 to 1 in 1956 and by nearly 4 to 1 in 1957. ‘These figures are 
calculated from the following : 

1956: Shipments, 83,251,168 ; AISI man-hours (adjusted to 100 percent), 1,327,380,668 ; 
man-hours per ton shipments, 15.9; wage and fringe increase, 19.9 cents; hourly wage 
increase cost per ton of steel, $3.16; steel price increase, $8.50; ratio of steel price in- 
crease to wage cost increase, 2,7 to 1. 

1957 (first quarter): Shipments, 22,689,781; AISI man-hours (adjusted to 100 per- 
cent), 345,080,420; man-hours per ton shipments, 15.2; wage and fringe increase, 18.5 
eents (including January cost of living); hourly wage increase cost per ton of steel, 
$2.81 ; steel price increase, $11; ratio of steel price increase to wage cost increase, 3.9 to 1. 

The ratio shown for 1956 would be little changed if the most recent 1957 price and 
wage changes were included in these calculations. These latter changes have not been 
included because not all of the necessary data were available. 

7These beginning and terminal dates are used because there is no 1945 or 1946 figure 
for man-hours per unit and the most recent man-hours figure which could be calculated is 
for the first 4 months of 1957. 

81947 was used as a base in these measures to make them consistent with the similar 
base which had to be used in the labor-cost calculation. 
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commodities other than farm and food products (to measure steel materials 
eosts changes). The use of some such measure as this latter index is necessary 
because the larger steel companies do not publish their figures for materials costs 
relating solely to steel production. The use of this patricular index to measure 
materials costs was suggested in testimony before the Temporary National Eco- 
nomic Committee by a United States Steel spokesman, who stated that it was a 
close indicator of the movements of prices of materials purchased by the corpo- 
ration. This index moves more slowly and more regularly than do steel mate- 
rials costs because the latter include such important and volatile cost items as 
purchased scrap. The increase in United States Steel’s material costs (for all 
materials including nonsteelmaking materials) per ton of steel shipments for 
first quarter of 1957 versus 1947 is 41.0 percent—a figure still exceeded by steel 
price increases by a ratio of 2.3 to 1. Unfortunately, this is not a precise 
measure of the steelmaking materials costs changes of the corporation. 

A check on the BLS wholesale price increases of the most important products 
purchased by the steel industry shows that they have risen far less than have 
steel prices. If a comparison of the average first 4 months of 1957 prices is 
made with the base of 1947-49 equals 100, it is found that the increase in steel 
prices has been 74.3 percent. The price of one of the most important purchased 
items, steel scrap (No. 1, heavy), rose only 45.6 percent. Most other materials 
rose even less: Bituminous coal 20.9 percent; petroleum and products 29.3 
percent; gas 19.8 percent; Tin (pig) 9.2 percent; oxygen 10.6 percent; cement 
46.2 percent; sand, gravel and crushed stone 25.2 percent; material handling 
equipment 61.9 percent ; and electricity declined 4.8 percent. 

Not only have steel prices risen more rapidly than have materials costs, 
but there is no validity at all to the claim that materials costs rise as rapidly 
(in a 1-to-1 ratio) as do wage costs. 

United States Steel’s own annual report for 1952 proves how utterly fallacious 
this claim is—even in terms of its own experience. The report, as excerpted in 
table 5, shows no relationship at all between increases in steelmaking employ- 
ment costs and materials costs: 


TaBLeE 5.—Comparative changes in steelmaking materials and employment 
costs* per ton of steel shipments in United States Steel Corp. 





Increase as percent of 1940 


Period covered | 
Employment Cost of 
cost materials 





January 1941 to April 1947 
ET moa 8 a csagunh inmbiamnieisnmeagtemeceaenina 
July 1948 to November 1949 

November 1949 to December 1950. 

December 1950 to July 1952_-. 

July 1952 to December 1952 


1 Excludes past service pension costs. 


This lack of relationship between materials costs and employment costs 
was further documented in 1952 in testimony before a Senate committee 
by Ellis Arnall who was in charge of Government efforts to control prices. 
He concluded that the sole result of the industry’s price increase policy had 
been to increase sharply its profit margins per ton of steel from a figure of 
$9 per ton in 1947 to $20 per ton in 1951. 

It is evident that this steel industry claim that steel prices must rise twice 
as much as employments costs (without any allowance for increased pro- 
ductivity) in order to offset an equal anticipated future increase in materials 
costs is simply not supported by the facts—even the industry’s facts. 

(c) Steel profits in relation to steel price increases.—The proper basis for 
discussing steel profits in relationship to price increases needed to cover costs 
(wages or materials) is, of course, profits before taxes; since costs are met 


® Steel-scrap prices are e tighly volatile. The Steel Magazine Index shows No. 1 heavy 


melting steel serap at 9 per ton in the first 4 months of 1957 versus $35.15 in 
1947—49, an increase of oS 2 percent. The annual aren s in 1953, 1954, 1955, and 1956 
re 1947-49 were, respectively, 12.9 percent higher, 17.9 percent lower, 15.2 pereent 
higher, and 54 percent higher. For the most recent. week scrap was $54 per ton or 53.6 
percent above the 1947—49 average. 
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out of operating margins before corporate profits taxes are deducted. The in- 
dustry prefers to talk about net profits only, so that measure has been used 
mainly in this discussion. 

The net profits of the steel industry (25 companies) amounted to $126.4 
million in 1939. The rate of return on net worth was 4.2 percent, a relatively 
modest return. By 1947 net profits more than tripled to $394.8 million, which 
was equivalent to a 10.5 percent return on a 24 percent larger net worth— 
which is certainly a substantial return. 

Since 1947, despite an ever-larger demand for steel, and a tremendously ex- 
panded capacity which enabled the industry to meet this demand, the steel 
industry has persisted in a policy designed to widen already huge profit 
margins. 

Thus, between 1947 and 1956 the industry expanded its net profits from 
$394.3 million to more than a billion dollars ($1,031.5 million). Its rate of 
return on net worth climbed from 10.5 percent in 1947 to 12.8 percent in 1956. 
In the first quarter of 1957 net profits increased further to an annual rate of 
$1,252.4 million, and its rate of return on net worth to 14.1 percent. 

Increased net profits were achieved not only as a result of increased sales, 
but by virtue of increased profits per dollar of sales. Net profits of 22 of the 
largest steel companies were equal to 6.2 cents per dollar of sales in 1847, 
7.2 cents in 1956, and 7.9 cents in first quarter 1957. For United States Steel 
alone, the ration was 6.0 cents in 1947, 8.2 cents in 1956, and 9.9 cents in the 
first quarter of 1957. 

In this same period between 1947 and 1956, when the rate of return on net 
worth in steel increased from 10.5 percent to 12.8 percent (and to 14.1 percent 
in the 1st quarter of 1957), net profits in relation to net worth declined in all 
manufacturing industries from 5.1 percent in 1947 to 12.0 percent in 1956 
and to 11.9 percent in the first quarter of 1957." Likewise, net profits per dollar 
of sales, which were 5.7 cents in 1947 in all manufacturing corporations, de- 
clined to 4.0 cents in 1955 and to 3.6 cents in 1956” at the same time that they 
were increasing in steel . 

Since net profits in steel have climbed by 716.1 percent from 1939 to 1956 
(890.8 percent to 1957), by 161.6 percent from 1947 to 1956 (217.6 percent to 
1957), and the rate of return on net worth, as well as net profits per dollar of 
sales, has passed the average of all manufacturing industries, the steel industry 
understandably finds it increasingly difficult to talk about inadequate profits 
as an excuse for further price increases. 

This picture is even less favorable to the industry if the proper measure, 
profits before taxes, is used as is done in table 6: 


TABLE 6.—Profits before taxes comparisons, steel versus all manufacturing 


Profits before taxes 
hia at % 
| Change, 1947-56 


—_ | 
Steel industry $694, 900, 000 | $2,012, 700,000 | Plus 189.6 percent. 
All manufacturing 16, 500, 000, 000 | 24, 600, 000, 000 | Plus 49.1 percent. 





Profits before taxes as a rate of return on net worth 


| | " 
Percent Percent | 
hata ncn dina a dete eedimianinraen 24.9 | Increase. 


18. 
All manufacturing 24. 22.1 | Decrease. 
| | 


Profits before taxes as a share of the sales dollar 


14.2 | Increase. 
7.8 | Decrease. 


Cents Cents 
Steel industry | 10.9 
All manufacturing 9.3 | 





:. ANY pi 
2 FTC-SEC Quarterly Industrial Financial Report Series for All Manufacturing Cor- 


porations. 
1U. 8. Department of Commerce. Data for first quarter 1957 were not available. 
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(d@) Replacement and expansion needs as a basis for steel price increases.— 
For some time now, the steel industry has attempted to “sell” to the public the 
theory that it is “necessary” to raise steel prices in order (1) to secure funds 
for financing the cost of expanding the industry’s capacity, and (2) to secure 
money to pay for the maintenance and replacement. of existing plants and 
equipment. 

This particular industry rationalization of its pricing policy may have won 
few converts, generally, but it does seem to have convinced the industry of the 
propriety of continuing its policy of securing money for expansion of its ¢a- 
pacity out of higher steel prices instead of through the traditional methods of 
borrowing money or floating stock. Examination of F’'TC-SEC records for the 
industry shows that, from the end of 1952 to the end of 1956, it has increased 
its ingot capacity by 15.9 million tons (13.5 percent), yet it has increased its 
long term debt by only $211 million and its capital stock (and capital surplus) 
by only $395 million. These amounts are only a small part of the money ex- 
pended in building this additjonal new capacity. The rest came out of the 
profits resulting from too high steel prices. 

Yet the steel industry is not satisfied. It now tells the American people that 
it needs, and is now levying, a further price boost to pay for even more new 
capacity. The steel company stockholders will benefit handsomely from this 
policy. They receive, as a gift, new plants with enlarged facilities which in- 
crease their equity in their companies and eventually raise their dividends. 
This they get free at the expense of the steel-consuming public who pay for 
it out of higher steel prices. The concept of investment by individuals out of 
their savings has gone by the board. No longer is it necessary to float stock 
or bond issues to secure capital. In fact, the whole concept of “risk” capital 
has disappeared. Instead, “riskless” capital is collected from unwilling steel 
consumers through higher prices. 

The American people are being offered no opportunity to share in the steel 
industry’s growth and prosperity. Raising of investment funds for the build- 
ing of new capacity by the issuance of common stock simply does not occur 
any more. The public pays the bill for the new plants, but the ownership title 
in these plants accrues to others—the present small group of steel stockholders. 
This concept of investment, coupled with the “administered pricing’. which 
makes it possible, is an indefensible development which should be challenged 
directly by responsible Government officials. 

Since when has it become proper to raise prices to pay for a new plant even 
before it has been built? Traditionally, the necessary investment capital to 
build new plants has been raised by stock flotation or borrowing. Then this 
capital is recovered by use of the new plants through the operation of annual 
depreciation charges. If the cost of the plants has already been paid for in 
advance out of too high prices, perhaps it would be appropriate to disallow 
the charges for depreciation of the plants as they are used up. 

The allied contention of the steel industry that it needs to charge higher 
prices to secure money to maintain its existing facilities (depreciation) is 
proved false by a brief examination of the industry’s own public financial 
records. For the period from the end of 1952 through the first quarter of 
1957, wholesale prices, except for steel prices, showed little rise (all commod- 
ities, 6.7 percent, and all commodities other than farm products and foods, 
11.1 percent). Thus the cost of maintaining steel facilities and replacing 
wornout equipment should not have risen greatly during this period—except 
for the steel-industry-induced rise in the prices of the steel and steelmaking 
equipment used in this plant and facilities maintenance. During this period, 
the industry was receiving from depreciation charges large sums of money, 
more than sufficient to maintain and replace these wornout facilities with 
equivalent * new facilities.: Clearly price increases were not needed for this 
purpose. This fact is demonstrated graphically in the following table 7 which 
shows the funds available for replacement and expansion (nearly all from 
internal funds) and what was done with those funds. The higher steel prices 
charged in this period, and the resulting higher profits, merely forced steel- 
consumer investment (without benefit of stock certificates) in the tremendously 
expanded capacity of the industry—expansion which was still possible after 


122It is important to remember that replacement of obsolete or wornout facilities almost 
never results in the installation of an equivalent machine or facility. When an open 
hearth is replaced, the new facility is always more modern, larger, and far more produc- 
five. Thus a simple comparison of the costs of the old and the new furnaces is wholly 
mproper. 
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all replacement costs had already been met. If the cost of new capacity is even 
fractionally as great as claimed, the moneys received from depreciation were 
more than adequate to accomplish the job of maintenance and replacement of 
existing capacity. 


TaBLe 7.—Money available for steel replacement and expansion of facilities for 
the period 1953 through 1st quarter 1957 
Totals for period 
1953 through ist 
quarter, 1957 
(millions) 
Reported net profits after taxes 
Charges for depreciation 


Cash available from operating profits for dividends, replacement, and 
expansion of facilities 
Paid out in dividends 


Cash available from operating profits for replacement and expansion 
of facilities 


Total cash available for replacement and expansion of facilities 


Source: Federal Trade Commission, Securities and Exchange Commission Quarterly 
Financial Report Series for Manufacturing Corporations. 

Thus in the 4% years from 19538 through first quarter 1957, the steel industry 
had $6.2 billion available for reinvestment in the industry, of which only a little 
more than 3 percent represented net borrowed outside capital. In those 44% 
years the industry accomplished the following : 

1. Replaced all obsolete capacity requiring replacement. 

2. Expanded capacity by 15,911,680 ingot tons.” 

3. Increased dividends to stockholders by more than 60 percent (from 
$384 million in 1953 to an annual rate of $616 million ia first quarter 1957— 
FTC-SEC). 

4. Increased working capital by $1.8 billion (FTC-SEC). 

The fact that the industry could maintain facilities, replace obsolete ones, and 
still accomplish a large expansion of its capacity and increase its dividends and 
working capital without floating stock or borrow more than a negligible net 
amount of capital, effectively disposes of the assertion that even higher steel prices 
are now “required” in order to yield sufficient funds for replacement. 

These longer range looks at the industry’s price increases per ton of steel sug- 
gest a look at the longer range trends in man-hours required to produce each ton. 
These trends are examined in the next section, The Productivity of Steelworkers. 


B. THE PRODUCTIVITY OF STEELWORKERS 


The amount of steel produced by each steelworker has risen sharply in recent 
years. This increased productivity, both per hour worked and per man, has 
resulted in significantly lowering the unit labor requirements of the industry. 
This means labor cost savings which should be shared with the employees through 
nigher wages and with the public through lower prices. The details of this pro- 
ductivity rise are set forth in appendix table 18. 

Steel productivity has grown greatly in recent decades according to BLS. 
From 1919 to 1929 it nearly doubled; by 1939 it had increased more than one- 
third above the 1929 level—or 16 percent in 20 years, a rate of nearly 5 percent 
per year compounded annually over a period which included the great depression. 

Despite the disturbances of World War II, this growth continued. In early 
1957 each steelworker for each hour worked was producing 71.2 percent more 
steel than in 1939. While there were fluctuations from year to year, there has 
been a steady increase averaging 3 to 3.1 percent per year compounded an- 
nually. The year-to-year productivity changes are shown in appendix table 19. 

In recent years the productivity change rate has accelerated sharply over the 
rate of the early and middle 1940’s. So far in 1957, it shows an increase over 
1956 of 5 percent. 


% Through January 1, 1957—an annual rate of expansion greater than is projected by 
the steel industry for the next several years. 
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It is generally accepted that, over long periods of time, wage gains and rising 
living standards must come largely from increased productivity, i. e., rising out- 
put per man-hour. The union has said repeatedly that it shares this concept as 
long as one prior condition is met—namely that the income shares as between 
management and the investors on the one hand and labor on the other at the 
beginning of any period of measurement of productivity changes are fair. While 
there is no precise or correct share, it is possible to arrive at an answer which, 
for any particular time, is reasonably fair and mutually acceptable. There is 
not and has not been, however, any such equitable sharing in the steel industry. 
In fact, there has never even been serious discussion with the union on the ques- 
tion of the worker’s income share of his product. Instead the industry, while 
it has bargained with union on wages, has set its prices whenever and at what- 
ever levels it chose in order to increase its profits. As a result it has taken as its 
share of the product, profits, far too much of what should have gone to the men 
in the mills and to the public. 

Increases in productivity mean simply that unit labor requirements decline— 
that each ton of steel is produced with less hours of labor. Even if the cost of 
each hour of labor is increased by wage rate increases directly proportionate to 
rising productivity, these increases can be absorbed out of the gains in produc- 
tivity without affecting the other shares of the product such as profits. 

These productivity increases bluntly mean that the real earnings level of steel- 
workers can rise significantly without increasing steel costs or “necessitating” 
an increase in steel prices. In raising its prices, the industry has ignored rising 
productivity. It has also been unwilling to set its prices within the bounds of 
its costs hut has, instead, insisted on raising its prices to increase its profit mar- 
gins. ‘This not only has caused inflation. It is inflation. 

It is true that the steelworkers’ standard of living has risen during the last 
few years. But the increases received—and more—could have been met from 
the gains in productivity. Unwilling to accept this fact, however, the industry 
has insisted on raising prices—on receiving increases in revenue which have, in 
the main, added unwarranted increments to profits. In fact, this industry re- 
fusal to share the gains of productivity with its employees and with the public is 
a refutation of its constant lip service to this idea of sharing. 

Surely steel workers have every right to a fair and proportionate share in the 
productivity gains which they have helped to achieve. This would permit stock- 
holders and steel users also to share in these gains. This is the fair way to 
divide up these gains. The union has not normally asked for more. The union 
has asked, as a basic floor, that steelworkers’ real wages increase as rapidly 
percentagewise as the real productivity increases in steel. Surely this is a 
proper and equitable union goal. This goal, however, the union has not been 
able to achieve. Consistently real productivity increases have outrun the in- 
creases in real wages. Thus, while steelworkers have earned their wage in- 
creases through productivity gains, they have not been able to secure a propor- 
tionate share in these productivity gains. This is evident in table 8 which shows 
a moderately long-range comparison covering most of the period since the union 
was founded : 


TABLE 8.—Changes in real productivity and real wages. 


mat 


Increase for the period 1939-57 * (more than 17 years) : Percent 
Increase in real productivity in steel 
Increase in real straight time average hourly earnings in steel 


These figures are substantiated by the data in table 146 of the June 1957 
joint economic committee print entitled “Productivity, Prices and Incomes,” 
which shows that the ratio of gross real average hourly earnings to output per 
man-hour in steel was actually more than 4 percent lower in 1956 than it was 
in 1939. It is even lower today. 

These facts are sharp contrast with the fiction publicized by the industry in 
an effort to persuade the public that wage gains have outrun productivity 
gains. The opposite is the fact. 

In the past, the union has sometimes been forced to demand wage increases 
which, in dollars and cents amount, have exceeded the percentage increases 
in productivity. This has been forced on the union because of a rising con- 


?Annual rate for 1957 based on first 4 months. This ratio would not be significantly 
meneed if allowance could be made statistically for the fringe gains made during this 
period. 

95009—58—pt. 2——_23 
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Ssumer’s price level contributed to by the industry’s pricing policy. Steel- 
workers and their union have been forced to chase these rising prices—the 
cost of living—through further wage increases, just to maintain their real wage 
position, i. e., their existing standards of living. This purely defensive role 
of certain of the union’s wage proposals in recent years is generally unknown 
or overlooked. 

If management, including steel management, would refrain from insisting on 
its all too frequent, unnecessary, and inordinately large price increases so that 
there could be price stability, there would be no need to catch up constantly 
with a rising cost of living. Increased money wages would then bring in- 
creased real wages. It would then be possible for labor to improve its wages, 
fringes and working conditions more nearly within the framework of rising 
productivity. Until management is willing to abandon its inflationary pricing 
policies, it should be obvious that the union has no choice on occasion except 
to insist on money wage increases greater in amount than the percentage 
productivity increases—if it is even to hold its own, let alone to make any 
gains in real wages and in its standards of living.” 

One of the ironic byproducts of this inflationary steel pricing policy has been 
an increase in the steel industry’s own costs. Its own price increases have con- 
tributed to its own higher materials costs and have forced the steelworkers 
to demand larger wage increases in order to keep real wages up with consumer 
prices and with real productivity gains. These steel industry cost increases 
have been much smaller than the increases in steel prices as is evident from the 
figures shown in the, discussion of increased steel wages and materials costs 
in. relation to increases in steel prices (sec. A.3, (a) and (b)). 

It is worth noting that the basic July 1957 steel wage and fringe “package,” 
11.5. cents or 4.4 percent, is actually smaller than the 5 percent productivity 
increase shown so far in 1957. Thus the wage increase cost in 1957 was more 
than offset just by a proportionate share in the higher productivity. This 
means that the 1957 wage increase—like any other wage increase which is in 
line with productivity increases—does not increase unit costs at all and cannot, 
therefore, necessitate any price increase to offset these nonexistent costs. The 
additional 4 cents wage adjustment in July, resulting from the operation of 
the cost-of-living escalator, served only to reestablish the buying power of the 
wages already received—which buying power had been cut by increases in the 
cost.of living. No one would seriously contend, surely, that real wages should 
decline when the cost of living rises. Such wage adjustments are obviously 
the result of price increases which have already occurred and which, in fact, 
are used as the measuring rod both for determining that a catch up wage 
adjustment is warranted and the amount of such increase. 

Despite all of the talk about keeping wage increases in line with productivity 
changes, it is evident that no one in Government, business, or labor would 
seriously propose any rigid hitching of wage increases to the year-to-year move- 
ments of any productivity index, be it for a particular industry or for the 
economy. Such a proposal will make little sense, economic or political, and 
certainly will make little headway until the day when industry invites or accepts 
limitation of its profits and regulation of its pricing policies. 


14 Illustrative of this point is the fact that in April 1957 consumers’ prices had risen by 
3.8 percent over the levels of 1 year earlier. This reduced the purchasing power of the 
wages formerly received by 3.8 percent. Thus it required a wage increase of nearly 4 per- 
cent just to reestablish the purchasing power of the old wages. The first 4 months of 1957 
also showed a rise in productivity of 5 percent over 1956. The wage increase in 1957 
would need to be the sum of these 2, or about 9 percent, just to permit maintenance of 
purchasing power and a percentage sharing in the productivity increase. The 1957 wage 
increase, including the January 1957 cost-of-living increase, was much smaller than this 
figure. Unless workers can maintain the purchasing power of their wages and share in the 
gains of productivity, the question of who will buy the goods produced will soon become the 
major economic question demanding an immediate answer. The maintenance of full 
employment depends on the maintenance of real purchasing power for workers and for alk 
segments of the population. 
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It is recognized that, in general, wage movements should be related to economy- 
wide, rather than industrywide, trends in productivity. This theory is predi- 
cated, however, on the existence of price competition throughout the economy. 
In industries such as steel, in which prices can be and are “administered” to 
yield artificially and consistently high profits, adherence to such a theory would 
produce a wholly undesirable result. It will serve only to funnel an increasingly 
disproportionate share of the product to management and shareholders and an 
ever smaller share to the employees. It is most unrealistic to expect that the 
workers and their union will close their eyes to the productivity trends and 
the price manipulation policies in their own industry when formulating their 
wage policies. 

Perhaps an examination of the share of the industry, i. e., its profits and 
the dividends paid to its shareholders, will show how inequitably the: product 
and the productivity growth of the industry is presently divided. This can be 
seen in the next section The Financial Position of the Steel Industry. 


C. THE FINANCIAL POSITION OF THE STEEL INDUSTRY 


Profits of the steel industry have shown an almost steady climb from oneé 
peak to another during the post-World War II era. This climb was interrupted 
temporarily in the recession years, 1949 and 1954, and the strike year of 1952. 
But, in 1956, despite (1) a costly strike, (2) higher hourly labor costs, (3) 
higher serap prices, and (4) the so-called cost-price squeeze, net profits were 
at an all-time record high. This is a most remarkable accomplishment—one in 
which all companies in the industry, big and little, shared. 

Again, in 1957, based on first-quarter results, there is every indication that 
sales, profits before and after taxes, and common-stock dividends will all 
reach record highs. This is some measure of the highly favorable financial 
position which the industry has been enjoying in 1957—even before its July 
price increase. 

Despite these records, the reported profits discussed herein do not reveal 
fully the profitability of the industry. Charges for rapid amortization of 
defense facilities, which have been allowed starting in 1950, represent a cost 
factor that was not allowed in most prior years. Such charges have resulted, 
in recent years, in a considerable understating of profits, both before and after 
taxes. 

The data for the steel industry * used in the following financial analysis have 
been taken from the annual reports of each of these 25 major companies to 
their stockholders and from the statistics published by the Government and 
by various private organizations. These data are shown in table 9 which is 
a summary table showing pertinent financial data for the industry for 1939 and 
the post-World War IT period. 


15 The steel industry, as the term is used in this analysis, is made up of some 25 major 
companies which have a combined ingot capacity of 122,750,460 tons or 92 percent of the 
entire industry’s capacity. The 25 companies include all firms with annual ingot capacity 
of 500,000 tons or more as of Jnuary 1, 1957, except Ford Motor Co., International Harvester 
Co., and Timken Roller Bearing Co., which are primarily engaged in businesses other than 
steel production ; also excluded is Acme Steel Co. (parent of Acme-Newport Steel Co.), which 
has only recently purchased this steel property from another company which was not 
primarily in the steel business, and Reeves Steel & Manufacturing Co. (Parent of Empire 
Steel Corp.) for which no financial data are published. ‘These 25 companies are repre- 
sentative of the entire steel industry and comprise, in fact, the largest part of the industry. 
In 1956 they employed a total of approximately 786,000 employees in all of their opera- 
tions. The 25 companies, their ingot capacities, and their employment are shown in 
appendix table 20. 
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TABLE 9.—Comparative financial data, steel industry (25 companies) * 


[Dollars in millions] 


































Profits before} Net profits 
Profits Net Common- Net taxes as a as a rate of 
Sales before profits stock cash worth ? | rate of return! return on net 
taxes dividends on net worth ? 
worth 2 
Percent Percent 
Me sie ok $15, 661.6 | $2,512.8 | $1, 252.4 $482.3 | $8, 852.0 28. 4 14.1 
14, 126.6 | 2,012.7 | 1,081.5 425.1 | 8,081.9 24.9 12.8 
12, 993.9 | 2,038.5 | 1,019.4 353.9 | 7,390.4 27.6 13.8 
9, 855. 1 1, 133.6 589. 8 269.0 | 6,681.0 17.0 8.8 
12, 165. 1 1, 600. 7 679. 4 248.7 | 6,303.0 25.4 10.8 
9, 966. 3 929. 6 492. 5 238.8 | 5,890.8 15.8 8.4 
11, 053.3 | 1,884.0 633. 5 240.3 | 5, 668.4 33. 2 11,2 
9,064.3 | 1,530.7 728. 5 246.0 | 5,177.1 29. 6 14.1 
7, 179.3 933. 3 521.8 167.9 4, 714.0 19.8 11.1 
7, 867.5 985. 9 534.9 150. 2 4, 395.3 22. 4 12.2 
6, 421. 6 694. 9 394. 3 127.8 | 3,754.1 18.5 10.5 
4, 514.9 368. 3 249.9 95.6 | 3,527.3 10. 4 7.1 
2, 368. 1 157.7 126. 4 16.4 | 3,025.7 5.2 4.2 


1 Includes 25 companies; 2 of the smaller companies were not operating in 1939. Exclusion of the figures 
for these 2 companies for later years to make the number of companies entirely uniform throughout would 
have only a negligible effect on the above comparisons. 

2 Actual net worth as of the end of the year, except for 1957, which is an estimate as of end of the year 
based on Ist quarter figures. 

3 Annual rate projected from Ist quarter 1957 figures. 


Source: Annual reports of the companies; Moody’s Industrials. Calculations ours. 


























For the giant of the industry, United States Steel Corp., the story is much 
the same—one of ever-increasing profits, with only temporary halts. Com- 
parable financial data for United States Steel are shown in table 10: 


TABLE 10.—Comparative financial data, United States Steel Corp. 
[Dollars in millions] 











Profits before| Net profits 
Profits Net Common- Net taxes as a as a rate of 
Sales before profits stock cash worth ! | rate of return | return on net 
taxes dividends on net worth ! 
worth ! 
Percent Percent 
FT Beil Ad otne $4, 665.9 $925. 9 $461.9 $161.2 | $3, 064.7 30.2 15,1 
iit antici oayt 4, 228.9 679. 1 348. 1 144.9 2, 764. 0 24.6 12.6 
i a a -| 4,097.7 736. 1 370.1 122.9 | 2,582.6 28.5 14.3 
inn ceamanneet th 3, 250. 4 385. 4 195. 4 85.5 | 2,348.7 16.4 8.3 
earner -| 3,861.0 545. 1 222. 1 78.3 | 2,254.7 24.2 9.9 
WE arcane. tee 3, 137. 4 282, 3 143.7 78.3} 2,136.1 13.2 6.7 
lili tale lag eies 3, 524.1 622.7 184. 4 78.3 2, 096. 0 29.7 8.8 
a en en es 2, 956. 4 485.0 215.5 92.7} 2,015.2 24.1 10.7 
St ininitisadinineneenn ae 2, 301.7 314.0 165.9 56.1 1, 917.6 16.4 8.7 
el ica te 2, 481.5 294. 0 129. 6 52.2 1, 833. 1 16.0 7.1 
a ae eae 2, 122.8 244. 4 127.1 45.7) 1,510.8 16. 2 | 8.4 
ea 1, 496. 1 120. 6 88. 6 34.8] 1,454.6 | 8.3 6.1 
neo 846.0 54.1 41.1 None | 1,314.8 | 4.1 3.1 








1 The 1957 figures are annual rates projected from ist-quarter data. Net worth is measured as of the end 
of the year, except 1957, which is a projected year-end estimate based on Ist-quarter figures. 


Measured by any standard, the profits of United States Steel and of the 
industry and of each of the individual companies which make up the industry 
are extraordinarily high. For United States Steel there is available another 
pertinent measure of profitability—profits per man-hour worked—which are 
shown in table 11, along with the corresponding BLS average hourly earnings 
for steelworkers. 
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TABLE 11.—Profits per man-hour (all employees) 


| 
| 


United States Steel Corp. |Steel industry 


* } average 

| hourly 

Net profits | Profits before) Man-hours earnings 

per | taxes per worked (BLS) 
man-hour | man-hour (annual) 





| | 

1957 | : $0. 898 | $1, 800 | 
I Naa andi i DE linda: teliwener and | . 689 | 1. 345 | 
ee ee . 694 1. 379 | 
ce. Shes Sue is sei sgel ese . 393 . 775 
eta aign n Sea § = 8E5 stun die dian .373 915 
i atinvdnermaleh omtnaaie eatatetas . 269 529 | 
a s. sna ae . 303 | .023 
1950. Ucn kd Jo . 379 | 854 
Bat wih) dxsenwn coed ETB ISN 318 | . 603 
BI cist ciony- ae be edale . 219 . 496 
a8 a . . 221 . 426 

. 182 . 248 

- 100 | . 132 


nn 


J PPrereere ee pppe 
ERBESASSSSSISE 











1 Annual rate projected from Ist quarter, except the man-hours figure, which is an estimate based on the 
product of the corporation’s lst-quarter average employment and an estimated 1,900 man-hours per year, 
and the average hourly earnings figure, which is the BLS figure for March 1957. 


As can be seen from these figures, profits per man-hour both before and after 
taxes are at a record high level. For 1957, net profits per man-hour are almost 
9 times what they were in 1939 and almost 5 times what they were in 1946; 
profits before taxes per man-hour in 1957 are almost 14 times what they were 
in 1989 and more than 7 times what they were in 1946. 

These increases in profits per man-hour represent compound annual rates 
from 1939 to 1957 of 13 percent per year for net profits and 15.7 percent per 
year for profits before taxes. This latter is a rate nearly twice as great as the 
8 percent rate by which United States Steel claims employment costs have risen 
in this same period (since 1940). 

Similar data are not available for the industry as a whole. A rough esti- 
mate ** for the industry in 1956 indicates that net profits per man-hour were 
approximately $0.66 and profits before taxes per man-hour approximately $1.28. 
These figures correspond closely enough to United States Steel’s 1956 figures 
that it can be reasonably assumed that the pattern of United States Steel not 
only is, but has been, representative of that for the entire industry. 

At the same time that profits per man-hour have been skyrecketing, average 
hourly earnings of steelworkers in 1957 are only slightly more than 3 times 
what they were in 1989 and only a Ittle more than twice what they were in 1946. 
It is apparent that those who share in profits have fared considerably better 
than the men who produce the steel. The corporation’s average profit before 
taxes of $1.80 for each man-hour worked is more than two-thirds (68.7 percent) 
of the average amount earned, $2.62, by each steelworker for each hour worked. 
It is this $1.80 per man-hour which furnishes the margin out of which the aver- 
age earnings per man-hour of $2.62 can be increased and the “costs” of such 
increase absorbed. 

The ability of the industry and of United States Steel Corp. to enlarge their 
profits year after year is a remarkable one. It reflects the capacity of a mono- 
lithic industry to impose price increases well in excess of cost increases and 
its refusal to absorb higher hourly labor “costs” out of increased productivity. 
Elsewhere in this statement, facts have been set forth to document the conclu- 
sions that the industry has consistently raised prices by three times the labor 
“cost” increases, that labor “cost” increases have normally been entirely or 


This industry estimate is based on use of the 1956 figure for all employees of the 
25 companies, 786,051, multiplied by 2,000 hours. This man-hour figure, 1,572 million, is 
then divided into the 1956 profits for the 25 companies. The resulting profits per man- 
hour figures are probably somewhat low since the average-annual-hours-per-employee figure 
is probably less than 2,000. It was 1,988 for United States Steel in 1956.) 
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largely offset by productivity increases, and that “real” hourly earnings are 
actually lower in relation to productivity than they were in 1939. 

A more detailed examination of these financial facts about the steel industry 
follows : 


1. Profits before taxes 


Profits before taxes (Federal corporate income taxes) of the steel industry 
(25 companies) reached a record high level of $2,038.5 million in 1955 and dipped 
slightly to $2,012.7 million in 1956. In the first quarter of 1957 the annual rate 
of profits before taxes is $2,512.8 million, which is 23.3 percent higher than the 
record established in 1955. It is more than double the levels of 1954 and 1952, 
almost 7 times the level of 1946, and almost 16 times as much as was earned 
in 1939. 

Profits before taxes of United States Steel Corp. have shown an even 
more remarkable growth. The annual rate for 1957 is $925.9 million, which 
is 25.8 percent higher that the record high of 1955. These 1957 profits before 
taxes are nearly 214 times what they were in 1954, more than 3 times what they 
were in 1952, almost 8 times the 1946 level, and more than 17 times the 1939 level. 

It is highly significant to note that the rate of growth of profits before taxes 
in steel between 1947 and 1957 is more than 5 times as rapid as in all corpora- 
tions, and, between 1947 and 1956, it is almost 4 times as rapid as in all manu- 
facturing corporations. The data are set forth in appendix table 21. 

This measure is most important, since it is from profits before taxes that wage 
increase “costs” and other costs are met. When profits before taxes are high, 
wage “costs” can be absorbed and still leave adequate profits. 

2. Net profits (after taves) 

In 1955, for the first time in its history, the industry (25 companies) reported 
net profits (after taxes) of over a billion dollars ($1,019.4 million). In 1956 
the industry slightly exceeded this record with reported net profits of $1,081.5 
million and in 1957 the annual rate of net profits is $1,252.4 million, which is 21.4 
percent higher than record net profits earned in 1956, more than 5 times what 
was earned in 1946, and almost 10 times what was earned in 1939. The 1957 
rate of net profits for 17 of these 25 companies represents an alltime peak—an 
indication that the prosperity of the industry is shared by all segments of the 
industry, large and small. 

The pattern is much the same for United States Steel. The 1957 annual rate 
of net profits is $461.9 million, which is well in excess of net profits in any 
previous year in the corporation’s history. It is 32.7 percent higher than net 
profits in 1956 and 24.8 percent higher than net profits in 1955, which was the 
prior record year. This annual rate of net profits is more than 5 times what was 
earned in 1946 and more than 11 times what was earned in 1939. If this annual 
rate is sustained throughout the year, the corporation will, for the first time in 
its history, earn well over $400 million. 

Again it is worthy of comment that the rate of growth of net profits in the 
Steel industry between 1947 and 1957 has been more than 12 times as fast 
as for all corporations, and, between 1947 and 1956, it has been more than 
11 times as rapid as in all manufacturing corporations. The full facts are in 
appendix table 22. 


8. Dividends 

The common stockholders of the industry (25 companies) have fared ex- 
tremely well. Needless to say, cash dividends on the common stock are at a 
record high annual rate of $482.3 million for 1957. In fact, in each year since 
1952, cash dividend payments have established a new record. The 1957 annual 
rate of dividend payments is 13.5 percent higher than 1956 payments, 36.5 
percent higher than 1955 payments, more than 5 times 1946 payments, and more 
than 29 times greater than 1939 payments. Some companies have also paid 
substantial stock dividends in addition to, or in lieu of, cash dividends. 

United States Steel Corp. has done just as well for its common stockholders. 
The 1957 annual rate of common stock cash dividend payments is at a record 
high of $161.2 million, which is 11.2 percent higher than the 1956 record, 31.2 
percent higher than in 1955, more than 4 times as much as was paid in 1946, 
and infinitely greater than in 1939, since the corporation paid no dividends at 
all to its common stockholders in that year. 
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The rate of dividend growth in steel since 1947 has been more than 3 
times as great as that of all corporations. Details are in appendix table 23. 

In addition to these rapidly growing dividends, stockholders have benefited 
from a sharp increase in the equity value of their stockholdings. The net 
worth of these companies has increased from $3,025.7 million in 1939 to $3,527.3 
million in 1946 and up to the $8,081.9 million as of the end of 1956; it is 
projected to $8,852 million as of the end of 1957. This represent only the book 
value increase. The actual market price increase of steel stocks has been much 
greater. 


4. Return on net worth 

It has long been accepted in accounting and financial circles that an average 6 
percent net profit rate of return on net worth (stockholder equity investment) 
represents a fair and reasonable rate of return. In 1939, neither the steel 
industry nor United States Steel Corp. reached this rate of return. They passed 
it in 1940 and 1941 and then feil below it during the balance of the war years. 
However, beginning in 1946, and for every one of the 11 years thereafter, both 
the industry (25 companies) and United States Steel have seen a rate of return 

“on net worth in excess of 6 percent. In 1957, the annual rate of return of net 
profits on net worth is 14.1 percent for the industry and 15.1 percent for 
United States Steel, both of which are more than double the fair and reasonable 
rate of 6 percent. In fact, the industry rate of return has dipped below 10 per- 
cent only twice since 1946. 

Profits before taxes as a rate of return on net worth for the industry are 28.4 
percent in 1957, a figure which exceeds the rate of return for any previous 
recent year except 1950 and 1951—years which were greatly affected by the 
abnormal conditions of the Korean war. 

The trend in rates of return on net worth in steel and all manufacturing 
from 1947 through 1956 stand in sharp contrast to each other. In steel, profits 
before taxes as a rate of return on net worth increased from 18.5 percent in 
1947 to 24.9 percent in 1956; in all manufacturing the rate declined from 24.7 
percent to a rate below that of steel, 22.1 percent. The net profits rate of re- 
turn in steel increased from 10.5 percent to 12.8 percent (14.1 percent in 1957), 
while in all manufacturing it decreased from 15.1 percent to 12.0 percent and 
fell further to 11.9 percent in 1957—again to rates below steel. (FTC-SEC data 
used for all manufacturing corporations. ) 

Despite these remarkably high rates of return the steel industry continuously 
complains of an inadequate return on its investment. The economic philosopher, 
and perhaps the legislator, may well ask the question, “At what point will 
the steel industry consider that its profits are adequate?” 


5. Sales and distribution of the sales dollar 


Sales of the industry are currently at all-time peak. The annual rate for 
1957 is $15,661.6 million, which is $10.9 percent higher than 1956 record sales 
and far above sales for any prior year. 

In part, these record sales reflect an increased volume of production. Steel 
shipments, for instance, in first quarter 1957 were 43.9 percent higher than 
in the year 1947 and 9.0 percent above full year 1956. (See appendix table 
25.) In part, the higher sales may represent a change in product mix. But 
a most important factor, which accounts for the increased sales figure for 
many years, is the rather sharp increase in steel prices. The old principle of 
classical economics, that increased volume—since it permits greater efficiency 
and the spread of so-called fixed costs—permits lower prices and lower profit 
margins per unit of product, apparently is not subscribed to by the steel in- 
dustry. In fact, the reverse appears to be true. This is reflected in the con- 
stantly increasing prices and widening profit margins which are being earned 
by the steel industry in many recent periods of high and increasing production. 

Net profits as a percentage of the sales dollar are at a record level for recent 
years both for the industry (22 companies) and for United States Steel. For 
the industry in 1957, net profits per dollar of sales are 7.9 cents which was 
only bettered fractionally once in recent years in 1950 and equalled again in 
1955—years in which the volume of shipments was considerably lower. United 
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States Steel in 1957 is earning 9.9 cents on each dollar of sales, a record high 
for the postwar period. These figures are shown in table 12: 


TABLE 12.—Net profits * as a share of the sales dollar 


[In cents] 







| 1 | | fs | | j 
— 1956 | 1955 | 1954 | 1953 1952 1951 | 1950 | 1947 | 1939 














Steel industry (22 companies) _ _-_- 7.91 7.31 201 61 5.6 | 49] 5.7] 80] 62] 5&8 

Steel industry Ch emapenias, enetnding | | | 
United States Steal). . 7.0} 68) 7.4] 60] 55] 50) 59] 83] 63] 56 

United States Steel_- a Se a0) A 9.0 | 6.0| 58) 46) 52) na] 6 6.0) 49 











i The same 22 companies are used for all years shown. They are the only companies of the 25 major 
companies for which data are available for all years. 
2 Ist quarter ratio. 






Source: Based on net profits and sales figures for all 25 companies except Kaiser, McLouth, and Lone 
Star. Calculations ours. 
















The respective trends of steel and all manufacturing net profits as a share 
of the sales dollar present quite a contrast. From 1947 to 1956 steel’s rate 
rose from 6.2 cents to 7.2 cents (7.9 cents in 1957) ; the rate in all manufacturing 
fell from 5.7 cents to 3.6 cents. 

Profits before taxes as a share of the sales dollar in steel rose from 10.9 cents 
in 1947 to 14. 2 cents in 1956 (and to 15.9 cents in 1957). United States Steel’s 
rate of growth in this period was even more remarkable, from 11.5 cents to 
16.1 cents (19.8 cents in 1957). But for the Korean war period (1950-51), the 
1957 rates are post-world War II peaks. 

In contrast, in all manufacuring in this same period, 1947 to 1956, the ratio 
of profits before taxes to the sales dollar fell from 9.3 cents to 7.8 cents. Details 
of these movements are shown in appendix table 24. 

These measures of the shares of the sales dollar are of paramount importance, 
since they reflect directly the profit margins of the industry. They reflect the 
ability of the industry to grant wage increases and absorb resulting costs. 
That they should be increased even further by the industry in periods when 
profits are already at peak levels is almost unbelievable. 

Data on the other major shares of the sales dollar would show that wages 
and salaries and materials costs have both declined since 1947. While deprecia- 
tion charges have risen, the major increased share of the sales dollar has 
gone to profits. This is apparent when the industry’s ability to meet increased 
costs, including wage increase costs, out of its present profit margins is examined. 















6. The ability of the steel industry to absorb wage increases out of profits 


The union insists that the industry’s own financial data demonstrate that 
the hourly labor costs increases can be absorbed by the steel industry without 
adversely affecting profits and without “causing” price increases. Table 13 
shows on an annual basis the impact of the 1957 wage cost increase on profits: 











TABLE 13.—Zffect of the 1957 wage increase on steel profits (assuming no 
increase in prices or productivity ) 


{Dollars in millions] 





Resulting profits and 
profit ratios 

















Wage Net cost | | 
Wage increase estimate by— cost Gross (48 per- | Net 
| increase | cost ! cent of | Profits | profits 
| per hour gross) before | Net | asa per- 
| taxes profits | cent of 
net 
| worth 2 





eee TU | 5. $243.7 | $117.0 | $2, 269.0 | $1, 135. 
pe icasndies pbttdhRiaahla | 21.0 330. 1 158. 4 1, Of 














1 Gross cost based on total annual man-hours for the 25 companies of 1,572 million derived by multiplying 
1956 average total employment of 786,051 by 2,000 hours. 

2 Net worth estimated by adding to closing 1956 net worth the difference between the new net profits 
and the 1957 dividend rate. 
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The foregoing computations show that whether the union’s or United States 
Steel’s estimate of the size of the 1957 hourly increase is used, the industry could 
have fully absorbed these costs, without a price increase, and still have made 
net profits which, in either case, would be at a record high level and net profits 
as a rate of return on net worth in excess of 12 percent—more than double 
the fair and reasonable rate of 6 percent. 

But, these computations ignore one very important factor—increased pro- 
ductivity. Even if it is assumed that steel productivity will increase by a 
modest 4 percent in the year ahead (the rate was 5 percent for the first 4 
months of 1957), this would be sufficient to offset more than fully the hourly 
increase in wage costs, if applied entirely for that purpose. This is demon- 
strated in table 14 in which only a 4 percent increase in productivity has been 
assumed. 


TABLE 14.—Effects of the 1957 wage increase on steel profits (assuming a 4-per- 
cent productivity increase) 


[Dollars in millions] 





| } 
| Resulting profits and profit 
J Net ratios 
| Net change |>-———OOOeeeeeee 
in net - 
. Net 

_— Profits profits 

| per hour | produc- before oe of before Net as a 

| tivity taxes ts taxes profits percent 
gross) ef nat 


worth 2 


revenue Gross 
Wage increase cost Gross | gain! change 
estimated by increase cost | from it: profits 


Union > | 15.5 243. 9 | +$132. 2 +$63.5 | $2, 645.0 | $1, 315.9 14.8 
United States Steel- 21.0 330. 375.9 | +45. 8 +22.0 |} 2,558.6 1, 274.4 14.4 


| 











1 Net revenue gain computed on the basis of a 4 percent increase in sales less materials costs for the added 
sales. These materials costs were estimated at 40 percent of sales, the approximate ratio for 9 major steel 
companies in 1954 and 1955. The ratio was apparently a little above 42 percent in 1956 but may well have 
been distorted by the strike or other temporary influences. 

2? Net worth estimated by adding to closing 1956 net worth the difference between the new net profits 
and the 1957 dividend rate. 


These computations demonstrate that, whether the union’s or United States 
Steel’s estimate of the 1957 hourly wage increase is used, the industry could 
have fully absorbed the hourly wage increase with, in either case, resulting 
profits at a level higher than already indicated for 1957 and higher than for 
any year in the industry’s history—and without a price imcrease. The impli- 
eation is clear. Increases in hourly wage increases, often mislabeled as 
“labor costs” do not necessarily result in increased unit costs. Such hourly 
wage increases—when accompanied by productivity increases—can be fully 
offset, or even more than offset, by the increased productivity. Increased 
prices under such circumstances serve only to widen profit margins. 


CONCLUDING COMMENT 


If there is one fact which stands out clearly above all others set forth in 
this statement, it is this: 

The steel industry raises prices when production is high, when it is low, 
and when it is moderate; it raises prices when supply exceeds demand, when 
the reverse is true, and when the two factors are in balance; it raises prices 
when profits are high, when profits are low (sic), and when profits are moderate ; 
it rasies prices when costs go up, when costs go down, and when costs remain 
stable: in fact, the steel industry raises prices at any and all times without 
regard to any one, or any combination, of these factors. 

The conclusion is inescapable that the steel industry raises its prices to 
maximize profits at the highest possible level which it can achieve and maintain. 

The facts shown in this study should adequately document this findings along 
with the union’s other conclusions set forth earlier in this statement. These 
facts—all of the facts—have served to convince the union of the propriety 
of the conclusions which it has drawn from them. The union firmly believes 
that they will likewise he convincing to others who are willing to weigh and 
consider all of the facts. 
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APPENDIX 






TABLE 17.—Prices in steel versus materials and labor costs 


All commod- 






















ities other Steel mill 
Man-hours ! Average Labor cost than farm roducts, 
(per unit) hourly index % and food, Wholesale 
earnings 2 (1947 = 100) Wholesale | Price Index 
Price Index?| (1947=100) 
(1947= 100) 
oteinn .3 | $2. 63 134.7 131.6 196. 3 
0 2. 52 135. 5 | 128. 2 183.8 
Sa all ise; Rec peel aso teenage oe 2. 37 128. 6 122. 8 169. 7 
1954 E 7.8 2. 20 133. 2 120. 1 161.9 
RD whi Sdtiais ch tvsiodete nl Gin ntti 85.5 2.16 127.3 119.6 155. 0 
i « Sitcn vccuawebdknweall =a 86. 2 1.99 118.3 118.8 143.6 
1951 mire tien waniete 89. 6 1. 89 116. 7 121.6 140.5 
NI ict di iin tide chased eee 90.3 1. 691 105. 3 110.2 130.3 
SI ie dhiva adenine ncdede ae Be SS aoe 98. 4 1. 646 111.7 106. 3 123.8 
I 6 ndinss te Sane an Bx ge er 100. 6 1. 580 109. 6 108. 5 114.2 
NU iki ss dis wdinachne ce MR tae et oe 100.8 1. 439 100. 0 100. 0 100. 0 


















' Based on data in the steel productivity table. 
? Bureau of Labor Statistics. Calculations ours. 

3 Based on product of cols. 1 and 2above. Calculations ours. 
4 Annual rates based on projections from 1st 4 months of 1957. 





APPENDIX TABLE 18.—Productivity indezes in steel 


[1947-49 = 100] 


















Output per— | Unit labor requirements 
Weighted | Production| Man-hours 
production} workers Production | Production} Man-hours 
worker | Man-hours} workers per unit 
| per unit 
| 
a eee —| | ——| . 
NE Si diciveicbeteiwt 150. 6 108. 9 111.9 138.3 | 134. 6 | 72.3 74.3 
ae 139.1 104. 4 108. 5 133. 2 128. 2 75.1 78.0 
ESE 141.0 106. 7 111.0 132. 1 127.0 75.7 78.7 
1954_._- pee 107.0 96. 5 93. 9 110.9 114.0 90. 2 | 87.8 
ae 133. 4 109. 6 114.0 121.7 117.0 | 82.2 | 85. 5 
ie sewe. tence 113.4 95. 3 7.8 119.0 116.0 | 84.0 | 86. 2 
DE ectenccnbecenth 128. 5 109. 7 115. 2 117.1 111.5 85.4 89. 6 
Bi dticasnibteatedae 118.4 104. 4 106. 9 113.4 110.8 | 88. 2 | 90.3 
i di wanted etal 93.3 93. 4 91.8 99.9 101.6 100. 1 | 98. 4 
BI testa ina ie 106. 0 105. 2 106. 6 100.8 | 99.4 | 99. 2 | 100. 6 
cae dpa 100.7 101.4 101. 5 99.3 | 99. 2 | 100.7 | 100. 8 
DME onsen wickintpen than th shalstinalrerswittelsiedbenesad tions «olsgaded pia pbestie be lenesscabekes Be 
Diane cae io 95. 5 108. 6 110.6 87.9 86.3 | 113.7 | 115.8 
1940_._._- o 73.3 94.8 90. 0 77.3 81.4 | 129.3 22.8 
eieecai alae i : 59.0 82.9 75.1 71.2 78. 6 140. 5 127.3 



































1 Based on projections of preliminary Ist 4 months data. 


2 Not available because certain wartime production and man-hour figures cannot be segregated to exclude 
portion devoted to munitions manufacture. 


Source: Bureau of Labor Statistics, Bulletin No. 1200, Man-Hours Per Unit of Output in the Basic Steel 
Industry, 1939-55. The figures have been extended by the union through the Ist 4 months of 1957 by use of 


BLS production weights, employment, and hours data and American Iron and Steel Institute shipments 
and production data. 
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APPENDIX TABLE 19.—Productivity changes in steel 


[Year to year in percent] 
Increase over prior year ; Decrease from prior year 


in output per— in unit labor require- 
ments 





| 


Production Production| Man-hours 
worker | Man-hours| workers per unit 
per unit 





BE atin a 
1956. - - 
1955_ . 
1954... 
negen4s 
a 
1951 


Se ws 2s Sain 
1947 (re 1941)____-- 
1946-42 2__...._- 
1941 

1940 

1939 


SCHHNBWOMNIS OI 





oes' 


} 


1 Based on projections of preliminary 1st 4 months data. 
2 Not available. 


Source: Computed from indexes in prior table. 


APPENDIX TABLE 20.—The steel industry (25 companies) 


| | 
Average Annual | | Average Annual 
1956em- | capacity | 1956em- | capacity 
ployment (in tons as || ployment | (in tons as 


| 
| (allem- | ofJan. 1, (all em- of Jan. 1, 
| ployees) 1957) | ployees) 1957) 

' | | 


United States Steel 646 39, 582, 000 McLouth " ¢ | 3, 470 1, 380, 000 
Bethlehem. _- Z 152, 443 | 20, 500, 000 Pittsburgh _- 10, 109 1, 320, 000 
SER ee : 68, 918 11, 047, 000 Granite City_-_- 4, 979 1, 200, 000 
Jones & Laughlin : 40, 999 6, 600, 000 |} Barium 6, 137 895, 360 
Youngstown Sheet 4 Allegheny Ludlum. 14, 504 864, 200 
Tube___- 7 31, 502 240,000 || Northwestern Steel & | 
National. -.- -- 29, 204 200, 000 | Wire_. ; | 3, 025 825, 000 
Armco........ ta 32, 539 , 950, 000 || Alan Wood__.__.____- | 3, 788 800, 000 
Inland __. | 28, 743 500, 000 || Lukens ‘ ; 5, 282 750, 000 
Colorado Fuel & Iron__.. 22, 333 | 829, 500 || Copperweld_. : 4, 287 660, 000 
Wheeling-__-- 14, 384 200, 000 Lone Star___- 4, 578 | 550, 000 
Sharon. : 8, 550 | 898, 000 || Laclede______- 3, 742 500, 000 


o 


Kaiser... 10, 583 | 536, 000 
Detroit ‘ 5, O71 | , 500, 000 | Total (25 compa- 
Crucible-......-- } 16,226 | 1,423, 400 nies) nee 786, 051 122, 750, 460 





ot Et fe 90 PO 








This 122,750,460 tons of capacity of these 25 companies is 92.0 percent of the total capacity (133,459,150 tons 
of the industry as of Jan. 1, 1957. : 
Source: American Iron and Steel Institute and annual reports of the companies, 
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APPENDIX TABLE 21.—Projfits before taves of all corporations and all manufac- 
turing corporations versus steel corporations 


All corporations All manufacturing Steel industry 
corporations 


Billion Index Billion Index Billion Index 
dollars! | (1947=100)| dollars! | (1947=100)| dollars? | (1947=100) 


2, 512.8 361.6 
2) 012.7 289. 6 
2, 038. 5 293. 4 
1, 133.6 163. 1 
1, 600.7 230. 3 
929. 6 133.8 
1, 884.0 271.1 
1, 530.7 220, 3 
933. 3 134.3 
985.9 141.9 
694.9 100.0 


149, 
150. 
111. 
128. 
121. 
148. 
141. 

85. 


OC ON ROD! 
SNOW OND CN Go 


1U.8. Department of Commerce. Calculations ours. 

? Based on data in text table for 25 major steel companies. 

3’ Annual rates based on projections from 1st quarter 1957. No quarterly figures are published for all 
manufacturing corporations. 


APPENDIX TABLE 22.—Net profits of all corporations and all manufacturing 
corporations versus steel corporations 


All manufacturing 
corporations 


All corporations 





Billion Index | Billion Index | Million Index 
dollars! | (1947=100) | dollars! | (1947=100) dollars? | (1947=100) 








1, 252. 4 317.6 
1, 031.5 261.6 
1,019. 4 258. 5 
589. 8 149. 6 
679. 4 172.3 

5 | ‘ 2 | 492. 5 | 124.9 
102. d . 633. 5 | 160.7 
121.4 | . 22. 728. 5 184, 8 
86. . 3. 521.8 132, 3 
111.5 | ; ¢ 534.9 135.7 
100. 0 394. 3 100.0 




















1U. 8. Department of Commerce. Calculations ours. 

2 Based on data in test table for 25 major steel companies. 

3 Annual rates based on projections from 1st quarter 1957. No quarterly figures are published for all 
manufacturing corporations. 


APPENDIX TABLE 23.—Dividend payments in all corporations versus steel 
corporations 





| oa ee a z : | 
All corporations ! Steel industry 2 All corporations! | Steel industry ? 


| | 

|] Billions | Index | Millions} Index 
ao7= | of | (s7= || of | (1947= | of (1947= 
100) | dollars | 100) || dollars | 100) | dollars 100) 


of 
dollars 


Billions | Index | Millions Index 


189.2 | 482.3 | 377.4 || 1951__._-| 140.0 | = 188. 0 
183.1} 425.1 | 332.6 || 1950_____| ; 141.5 | 5.0 | 192.5 
169.2} 353.9 | 276.9 || 1949_____| 115. 37. § 131.4 
152.3} 269.0 210.5 || 1948 110. 50. 117.5 
143.1 | 248.7 194.6 || 1947____-| 100. ; 100.0 
138.5 | 238.8 186.9 


| | 
| 





1U.8. Department of Commerce. Includes all cash dividends. Calculations ours. 

2 Based on data in text table for 25 major steel companies. Includes cash dividends on common stock 
only. 

’ Annual rates based on projections from Ist quarter 1957. 
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APPENDIX TABLE 24.—Projfits before and after taves as shares of the sales dollar 
for all manufacturing corporations versus steel corporations 


[Cents] 





Profits before taxes Net profits 
| 
| | 
| All manu- Steel All manu- Steel 
facturing cor-| industry? | facturingcor-| industry? 
porations ! porations! | 








14. 2 | 
15.8 
11.6 
13.1 
9.1 
17.0 
16.8 
12.9 | 
12.5 
10. 9 | 





Vf eee ee. . 
RNIN OO ROO 
98 oF > Om 99 G9 09 > G0 
NWOUKNWNNOE 
PAPNWMAPAANN 
WAIN SCNIOCMH Ow 


SOHOWH DWH POD 








| 


1U. S. Department of Commerce. Profit and sales data. Calculations ours. 
2 Based on data from text table for 22 major steel companies for net profits and a similar calculation for 
these companies for profits before taxes. 


APPENDIX TABLE 25.—Production, shipments, and employment in steel 


Ingot production ! Shipments ! | Production and main- 
tenance employment 2 


| 
| 
Operating 
| rate ! 


Millions Index | Millions Index Thousands; Index 
of tons (1947=100) oftons | (1947=100)| ofem- | (1947=100) 
| | ployees 


Percent | 
96.0 | 34 | 148. 
89. 8 | 5. 22 135. 
93.0 | . 04 137. 

.0 | . 31 104. 
9 61 | 131. 
.8 93. 17 109. 
.9 5. 20 | 123. 
4. 9 06. 84 114. 
ot . 98 | + 
1 . 64 | 104. 


93. 0 4.89 | 100. 


559. 0 108. 
532.9 | 103. 
544.6 | 105. 2 
492. 5 | 95. 4 
559. 6 | 108. 
486. 5 | 94. 
560. 3 108. 
532. 103. 
476. 92. 
536. ; 103 
517. 100. 0 


oonm 


moO OOo 


6 
6 
5 
6 
3 
9 
7 
8 
3 
ie 
0 


1 American Iron and Steel Institute. Calculations ours. 
2 Bureau of Labor Statistics. Calculations ours. 
‘Annual rates based on straight-line projections from Ist quarter 1957. 


a 
= 
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MONDAY, OCTOBER 21, 1957 


Untrep States SEnatr, 
SuBCOMMITTEE ON ANTITRUST AND MonopoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in the caucus 
room, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Dirksen, and O’Mahoney. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter Chumbris, counsel for minor- 
ity; Carlile Bolton-Smith, counsel to Senator Wiley; Dr. E. Wayles 
Browne, Jr., economist; Dr. Paul H. Banner, economist; George Ar- 
nold, administrative assistant to Senator Neely; and Tom Collins, 
professional staff member, Committee on the Judiciary. 

Senator Kerauver. The meeting will come to order. 

This subcommittee is composed of Senator Langer, Senator Dirk- 
sen, Senator Wiley, Senator O’Mahoney, Senator Hennings, Senator 
Neely, and myself as chairman. 


Senator Dirksen, I am glad to say, is with us now and will be during 
the hearings this week. We aes Senator Langer and Senator 


O’Mahoney to join us later in t 
Hennings. 

Senator Wiley and Senator Neely are represented here by counsel 
who will report to them. 

We have a hearing this morning and then we will resume again 
at 2 o’clock this afternoon. We will finish with Bethlehem Steel as 
soon as we can during this week. 

Today the subcommittee, in reopening its administered price hear- 
ings and, particularly, its inquiry into the pricing practices of the 
steel industry, will hear from officials of Bethlehem Steel Corp. We 
are grateful for the presence of Mr. A. B. Homer, the Teeaidlehit of 
Bethlehem Steel; Mr. B. D. Broeker, the secretary; Mr. A. J. Slater, 
assistant vice president—finance; Mr. M. C. Schrader, assistant to 
the vice president for sales; Mr. A. M. Reed, assistant comptroller: 
and Mr. L. Fenninger, Jr., assistant to the vice president in charge of 
industrial and public relations. 

On July 1 of this year, the United States Steel Corp. announced an 
increase of $6 a ton in steel prices. Within a very short period of 
time the Bethelehem Steel Corp., as well as the other manufacturers 
of basic steel products in the United States, announced an identical 
increase in steel prices. These price increases were announced very 
shortly after President Eisenhower had issued his public appeal to 
industry and labor to hold back on wage and price increases. 

95009—58—pt. 2——24 539 
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During the appearance of the United States Steel Corp., its chair- 

man, Mr. Roger Blough, stated that the corporation had used its best 
judgment i in arriving at the price increase, but that the increase was 
principally attributable to the increase in wage costs. The conten- 
tion that the increase was due primarily to wage costs was contested 
by the United Steelworkers of America. It is realized that Bethle- 
hem’s labor contract is the same as that of United States Steel. How- 
ever, labor is but one element of cost. With costs varying and profit 
margins differing, the subcommittee desires specifically to inquire into 
how Bethlehem’s judgment as to a necessary price increase identically 
matched the judgment of the United States Steel Corp. The factual 
data in the record indicates that the recent $6 price increase will re- 
sult in approximately a $500 million yearly increase to direct buyers 
of steel. The increase will undoubtedly be multiplied by the time it 
reaches the consuming public. 

Over and beyond t the question as to whether the price increase by 
the steel producers exceeded the wage increase granted to its workers, 
is the question of why the other producers of steel matched identi- 

cally United States Steel’s price increase, and the question as to just 
how effective is competition in the steel industry in protecting the 
public interest. 

As the result of information gathered and compiled by the subcom- 
mittee’s staff, inquiry will be made as to why historically Bethlehem’s 
price increases appear to have been identical with those of United 
States Steel. At the last hearing, the profit rates of United States 
Steel Corp. were examined. Today, those rates will be compared with 
Bethlehem’s. Also, an examination will be made of product capaci- 
ties between United States Steel and Bethlehem. 

Recently a management study of Bethlehem Steel Corp. was con- 
ducted by the American Institute of Management and was brought to 
the attention of the chairman. This study, which will be made a 
part of these proceedings, states that Bethlehem Steel Corp. is man- 
aged by an “inside” board of directors. Every one of its directors is 
an officer or key executive in its overall corporate structure, according 
to this study. ‘Based on this study, inquiry will be made into the sal- 
aries and bonuses that Bethlehem’s inside board paid themselves. 
Also, inquiry will be made into what the subcommittee understands 
to have been a proposal to Bethlehem stockholders by its directors 
of a stock option plan which, if approved, will be an additional in- 
centive or payment to its officer-directors. 

It is a physical impossibility for the subcommittee to hear from 
every producer of steel as to its individual pricing practices. How- 
ever, the subcommittee has requested and received pric ing informa- 
tion from the 10 principal producers in the industry. This will all be 
made a part of the record at an appropriate time. In addition to 
hearing from Bethlehem Steel Corp., it is presently planned by the 
subcommittee to hear from one other manufacturer, the National 
Steel Corp. When this corporation is heard from, the subcommittee 
will then have heard from the largest producer, the United States 
Steel Corp., the second largest producer, the Bethlehem Steel Corp., 
and from one of the medium producers, the National Steel C orp. 

Senator Dirksen, before we proceed, do you have any comments? 
Senator Dirksen. I have no comment. 








al 
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IT wanted to ask Mr. Homer whether he had seen this statement 
before ? 

Mr. Homer. No; I have not, Senator. 

Senator Dirksen. Did you manage to follow it reasonably closely ? 

Mr. Homer. I listened to it. I would like to have a copy of it. 

Senator Keravuver. All of you will receive copies. 

Senator Dirksen. Mr. Homer, I think you are entirely at liberty, 
in the course of your testimony, to comment on anything that was 
in the chairman’s opening statement. 

Mr. Homer. Thank you. 

Senator Dirksen. There may be some questions that I shall raise 
as we go along. 

Senator Krerauver. Yes, indeed. 

Senator Dirksen. Further than that, Mr. Chairman, I have no 
comment at the moment. 

Senator Kerauver. Before we proceed with Mr. Homer as our first 
witness, we asked the United States Steel Corp. to produce and sub- 
mit certain information and records which, I understand from Mr. 
Dixon, our counsel, and Dr. Blair, our chief economist, have been sub- 
mitted. Will you submit them for the record, Mr. Dixon? 

Mr. Drxon. Yes. Mr. Chairman, you will remember that during 
the appearance of the United States Steel Corp., at various points 
in the record their officials indicated the desire on their part to sub- 
mit certain information. 

We have received that information, and, in addition thereto, we 
requested certain other information by letter and by certain oral con- 
ferences which were subsequently held with Mr. Tennant, their gen- 
eral counsel. We have that information, and I would suggest that 
it be incorporated in the record at this point. 

Senator Kerauver. Will you identify in a little more detail just 
what the information is? 

Mr. Drxon. We have, as a result of a request, a compilation which 
sets forth the remuneration paid to their officers and directors be- 
tween the period 1940 and 1956. 

We have the stock option rights that were granted by the United 
States Steel Corp. from June 1951 to June 1957. We are yet to re- 
ceive additional data on this point; and when these are received, I 
will call them to your attention and ask that they be incorporated 
in the record. 

We have received a compilation showing the direct acquisition of 
Government facilities by the United States Steel Corp. since 1945. 

We have a compilation which shows the certificates of necessity 
which were granted to United States Steel Corp. and subsidiary com- 
panies since 1945. 

We have the dividends and earnings per share of common stock 
and common shares outstanding for the years 1940 to 1956, and for 
the first 6 months of 1957. 

(The above material may be found in the appendix beginning on 
p. 971.) 

Mr. Drxon. There have been submitted examples of price changes 
made by competitors of United States Steel and action taken by 
United States Steel for the year 1954. 

(The above material may be found in the appendix on p. 954.) 
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Mr. Drxon. In response to a question put to the United States Steel 
Corp. in a letter as to the method of pricing that United States Steel 
followed in quoting its prices to its customers prior to the date of the 
Federal Trade Commission’s complaint in docket No. 5508, and also as 
to the type of pricing quotations that were made subsequent to that 
date, or at least to the date of the cease and desist order which was 
entered into in 1951, there was received a copy of a press release which 
was issued by Mr. Benjamin F. Fairless, then president of the United 
States Steel Corp., on July 8, 1948. 

In response to a request, we have been furnished information as to 
the purchases of iron and steel scrap by the United States Steel Corp. 
for the period 1954, 1955, 1956, and the first 6 months of 1957. 

(The above material may be found in the appendix on p. 996.) 

Mr. Drxon. We have been furnished a supplemental exhibit en- 
titled “Concentration in American Industry as It Pertains to the Steel 
Industry.” ‘This supplements testimony by the United States Steel 
Corp. before the subcommittee on August 15, 1957, beginning on page 
840 of the transcript. 

(This material may be found in the appendix on p. 971.) 

Mr. Dixon. We have received from the United States Steel Corp. 
a list of Government bid invitations referred to in a statement en- 
titled “Price Competition in Government Bidding,” which was pre- 
pared on August 16, 1957. In connection therewith, and at our re- 
quest, a statement. was submitted relating to the identity, on an item 
basis, of these government bid invitations. 

At our request, there have been submitted ten examples of identical 
price bids by United States Steel and other bidders on Government 
bid invitations; and also in this compilation, at our request, are 
explanations of the basis of the award, and the explanation of how 
United States Steel prices were arrived at. 

(The material Gadated to above may be found in the appendix on 
p- 958.) 

Mr. Drxon. Mr. Chairman, I think it also appropriate at this point, 
and I would request that this also be incorporated in the record, 
three short memorandums which I requested Dr. Blair to prepare in 
order that the record be clearer. The first memorandum is a short 
analysis of the data on identical bidding which was supplied by the 
United States Steel Corp. 

(This may be found in the appendix on p. 964.) 

Mr. Drxon. The second is a short analysis of the data submitted 
by the United States Steel Corp. on price changes instituted by com- 
petitors. 

(This may be found in the appendix on p. 956.) 

Mr. Drxon. The third one is a short memorandum by Dr. Blair 
with reference to United States Steel’s memorandum on Dr. Blair's 
testimony that he gave at one point in the hearings. 

(This may be found in the appendix on p. 967.) 

Senator Keravver. Without objection, these will be made a part 
of the record. As I understand it, Mr. Dixon, the information fur- 
nished by United States Steel was requested by either the chairman 
or some member of the subcommittee, and the form of its submission 
has been worked out between you and Mr. Tennant; is that correct ? 
Mr. Dtxon. That is correct. 
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Mr. Chairman, I have one further point. You will remember dur- 
ing part of the hearing, Mr. Blough asked that several articles writ- 
ten by Dr. Jules Backman of New York University be made a part 
of the record, and ruling was deferred by you at that time, I believe, 
because they were rather lengthy, and there were certain other objec- 
tions to them. I believe Senator Dirksen pointed out that he desired 
to have them made a part of the record. 

Subsequent to those hearings, we have had at several times with 
Mr. Tennant and Mr. White and others of the United States Steel 
Corp., various discussions; and one of the subjects that we discussed 
was this material by Dr. Backman. 

We came to a mutual understanding with him, and it is with your 
approval, sir, and by agreement with Mr. Tennant, I would suggest 
that the complete article by Dr. Backman on administered prices be 
made a part of the record at that point where it was requested, with the 
exclusion therefrom, by the agreement of United States Steel, of 
appendixes A, B, and C, which are simply quotations taken from vari- 
ous textbooks and whatnot; in other words, there was nothing sub- 
stantive there. It was just something that was quoted, and it would 
have added considerable pages. 

Senator Dmxsen. Mr. Chairman, I would just like to inquire, this 
is the article relating to steel prices, profits, productivity, and wages? 

Mr. Dixon. No, this is on administered prices. 

Senator Dirksen, we discussed in quite some detail the article that 
you just referred to, and pointed out that the United Steelworkers had 
insisted that if it was received, they would insist upon equal time to 
be heard on it. They also said that article principally dealt with the 
negotiations of the contract in 1956, and so United States Steel has 
agreed that they will not press the submission of that article. 

Senator Keravver. It should be pointed out, Senator Dirksen, that 
Mr. Blough asked certain sections of that article be included in the 
record. They were included, but the entire article was not. 

Senator Dirksen. Yes. But, Mr. Chairman, there is another con- 
sideration, and a far more important one than what United States 
Steel may have agreed on. The blue and white books which were the 
so-called analysis of certain matters relating to wages in the steel 
industry were submitted to the Joint Committee on the Economic 
Report. 

If we are going to be entirely objective, then of course the com- 
mittee members should have the benefit of this information. And for 
myself, I must still respectfully insist that Dr. Backman’s article on 
Productivity and Profits and Prices and Wages should be made a 
part of this record. I do not see how you could get the whole story 
without it. 

Besides, Mr. Brubaker felt entirely inclined to make comments on 
this whole matter, even though the blue and white books were not sub- 
mitted to this hearing. But if he wants those put in, I have no ob- 
jection. However, it does seem to me in the interests of getting a 
wholly impartial picture, it becomes necessary for the Backman ar- 
ticle to be made a part of these hearings also. That is not to say 
from the standpoint of any one of the parties in the controversy, 
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namely, United States Steel or the Steelworkers, but I am thinking 
of our own record, and to have the record complete. 

Senator Krravuver. Let us take the record as presented here. We 
have first, Administered Prices, a pamphlet by Dr. Backman, which, 
without the appendixes which include quotations from other books 
and whatnot, will be made a part of the record. That is agreeable to 
United States Steel. 

(The pamphlet referred to will be found in the appendix on p. 1061.) 

Senator Keravuver. As I understand it, United States Steel does 
not ask that the part of the larger pamphlet, which is really a book 
by Mr. Backman, be made a part of the record, except for the specific 
parts they asked to have put in the record. 

I would suggest that Senator Dirksen and I, at the noon recess, go 
over what has been put in the record already from the larger volume, 
and I am sure we can reach an agreement about any additional parts 
to put in. 

Senator Dirksen. Yes. 

Senator Keravuver. The committee asked Bethlehem Steel to sub- 
mit certain information and records which will be referred to in the 
hearings, and I understand it has been done. Mr. Dixon, will you 
identify generally what has been submitted ? 

Mr. Drxon. Mr. Chairman, as you stated, the request was made of 
Bethlehem. That material has been received, and I would suggest it 
be inserted in the record. 

Senator Keravuver. That will be done. 

Mr. Drxon. The first schedule which we received has to do with the 
steelmaking facilities operated by Bethlehem Steel Corp. and affiliated 
companies which were acquired by purchase, giving the capacities in 
net tons. 

The second schedule has to do with facilties for manufacture, 
fabrication, and/or sale of steel products operated by Bethlehem 
which were acquired by purchase. 

The third schedule, or schedule C, has to do with Bethlehem and 
its subsidiaries, giving additions to gross property account repre- 
sented by steel plant and related facilities purchased from the United 
States Government. 

The fourth schedule, schedule D, has to do with Bethlehem and its 
subsidiaries, setting for the accelerated amortization certificates that 
were received by Bethlehem and/or its subsidiary companies. 

Schedule E, the fifth schedule, that we received, sets forth the 
officers-directors of Bethlehem Steel Corp., together with their re- 
sponsibilities. 

As I suggested, Mr. Chairman, I would submit that the covering 
letter and those schedules be made a part of the record. 

Senator Krerauver. They will be made a part of the record. 

(The documents referred to will be found in the appendix on p. 
1329. 

abuses Dirksen. Mr. Chairman, I should, for the record, note 
I have not been advised concerning this material. Offhand, I would 
think there would be no objection to it. Certainly I would give ten- 
tative approval to it. But I take it we will be given a chance to 
examine the summary statements to see what is contained in it. I 
am sure there will be no objection. 
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Senator Krerauver. Subject to any objection you may have, Sen- 
ator Dirksen, we will put them in the record. I may say I have not 
had a chance to examine them personally, either. 

Gentlemen, now that we have the preliminaries over, we will be 
giad to hear from you, Mr. Homer, president of the Bethlehem Steel 
Jorp. 

Mr. Homer, you have a prepared statement which has been passed 
around, and it seems to be a rather short statement. No doubt you 
would like to read it at this time. 


STATEMENT OF A. B. HOMER, PRESIDENT, BETHLEHEM STEEL 
CORP.; ACCOMPANIED BY B. D. BROEKER, SECRETARY; A. J. 
SLATER, ASSISTANT VICE PRESIDENT (FINANCE); M. C. 
SCHRADER, ASSISTANT TO VICE PRESIDENT IN CHARGE OF 
SALES; A. M. REED, ASSISTANT COMPTROLLER; AND L. FEN- 
NINGER, JR., ASSISTANT TO VICE PRESIDENT IN CHARGE OF 
INDUSTRIAL AND PUBLIC RELATIONS, BETHLEHEM STEEL CORP. 


Mr. Homer. May I proceed, sir? 

Senator Keravuver. Ves, Mr. Homer. 

Mr. Homer. Senator Kefauver, Senator Dirksen, and gentlemen, 
I believe that my associates who are here have been introduced. 
For the record, would you like me to introduce them again, Senator 
Kefauver ? 

Senator Kerauver. Yes, Mr. Homer, suppose you do so again. 
Give their title and their positions. 

Mr. Homer. On my left is Mr. Broeker, the secretary of the cor- 
poration. 

On my right is Mr. Slater, assistant vice president (finance). 

In back of me on my left is Mr. Fenninger, assistant to the vice 
president in charge of industrial and public relations. 

And in back of me is Mr. Reed, assistant comptroller. 

On my right is Mr. Schrader, assistant to the vice president in 
charge of sales. 

Senator Keravuver. Mr. Homer, before you proceed with your pre- 
pared statement, will you give us more detail on your experience in 
the steel business, how long you have been connected with Bethlehem 
Steel, and what your various positions with Bethlehem Steel have 
been in the past ? 

Mr. Homer. I would be very glad to, Senator. 

I started with Bethlehem in 1919, and I have been employed by 
Bethlehem ever since. 

My activities with Bethlehem have been varied and in many depart- 
ments, from the shipbuilding end first to the steel end, and through 
sales and operations. 

I was vice president in charge of the shipbuilding division during 
World War II; and after the war I was made president, in 1945, so 
that I have been president of Bethlehem Steel Corp. now for just 
about 12 years. 

Senator Krerauver. Did you succeed Mr. Eugene Grace as president ? 

Mr. Homer. Yes. Mr. Eugene Grace was president, and was made 
chairman, and I came in as president at the same time. 
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Sénator Kerauver. Mr. Grace is now chairman of the board of 
Bethlehem Steel ? 

Mr. Homer. Well, his title is “chairman,” and it is in effect chair- 
man of the board. He is chairman and chief executive officer. 

Senator Keravuver. I understand Mr. Grace is ill, and that is the rea- 
son he is not here. 

Mr. Homer. That is correct. 

Senator Kerauver. He isan elderly man now. 

Mr. Homer. Yes. Mr. Grace is 81 years old. But he has been a 
very active elderly man. It has just been very recently that he has 
been ill. 

Does that answer your question? Do you want to know any more 
about me, or is that satisfactory? Your question was for me to tell 
you something about myself. 

Senator Keravver. I believe that is sufficient. 

Mr. Homer. It is always a little embarrassing to talk about oneself, 
but I am always glad to do it if it is for a good cause. 

Senator Kerauver. Where are you a native of, Mr. Homer? 

Mr. Homer. I was born in Boston, just outside of Boston, in a place 
called Belmont, Mass. 

Senator Kerauver. Where did you go to school before you got into 
the steel business ? 

Mr. Homer. Well, I graduated from Brown University in Provi- 
dence, R. I. 

Senator Kerauver. Were you there when the “11 iron men” played 
football at Brown ? 

Mr. Homer. No. That was after my time. But I remember them 
very well. 

Senator Kerauver. Then after graduation, you went immediately 
into the steel business ? 

Mr. Homer. I was in the war, World War I. I was in the Navy. 
Does this interest you, or is it all a part of the hearing? I would be 
very glad to take a little time if you want to, but I do not know 

Senator Keravver. Just generally. We do not mind it. 

Mr. Homer. I went into the Navy after I graduated, in 1917, at the 
start of the war. I went to the Naval Academy, graduated from that 
in one of the Reserve officer training courses, and was selected to go 
into the submarine service; went to the United States Submarine 
School in New London, graduated from that and went to sea, and was 
at sea during World War I as an officer on one of our submarines. 

This is interesting, because it leads up to my employment with 
Bethlehem. After I had qualified to command, I was ordered to a 
place called Quincy, Mass., where they were building the largest sub- 
marines for the Navy, the big fleet submarines. 

The first one was under way, and I was ordered there as engineering 
officer to help commission her, put her in service, and that was done. 

The war, however, had ended, and I did not want to stay in the 
Navy, so I was asked to come with Bethlehem at the Quincy Ship- 
yard chiefly because of my experience in diesel engines, internal com- 
bustion engines, at that time, my Navy experience. 

And I was employed by the Bethlehem Shipbuilding Corp. i 
1919, and from that point on I have been employed by Bethlehem 
in various capacities as I described earlier. 

Senator Keravuver. All right. 
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Senator Dirksen. I thought for a moment, Mr. Homer, you were 
going to say that, along with Roger Blough and the chairman of 
this committee, you were ‘also a Yale man. [ Laughter. | 

Senator Keravuver. Or an old steel puddler. [Laughter.] 

Mr. Homer. I am afraid that 

Senator Kerauver. Actually, Brown is not very far from Yale. 

Mr. Homer. Not very far, and there are always very good rela- 
tionships between Brown and Yale, considerable rivalry. 

Senator Keravuver. All right, Mr. Homer, you may proceed with 
your statement now. 

Mr. Homer. For the purpose of the record, I will start off by say- 
ing, Mr. Chairman, my name is Arthur B. Homer, and I am the presi- 
dent of Bethlehem Steel Corp. That corporation and its subsidiaries 
constitute an integrated iron and steel enterprise. 

At your request, I am here to give you information with regard 
to the increases in the prices of certain steel products which were 
made by Bethlehem on or about July 1, 195 

Detailed information with regard to tlie amounts of the increases 
was submitted by me with my etter of August 1, 1957, to Senator 
Kefauver in answer to his letter to me of July 25, 1957. The amount 
of the average price increase made by a steel company in increasing 
the prices of its various products depends upon its so- -called product 
mix. In our case, the increases, on the basis of our experience in the 
third quarter, average $5.20 a ton—about 3.8 percent of our previous 
average price. 

I believe the two questions you wish me to answer are: Why did we 
make these increases and how did we arrive at the amounts? Let 
me try to answer these questions. 

The economy of this country is a growing one, the economy of the 
steel industry is a growing one, and Bethlehem is, I am h: appy to say, 
a growing company, and we hope to be able to keep it that way. We 
increased our annual steel ¢ apacity from 12.9 million tons at Janu- 
ary 1, 1946, to 20.5 million tons at January 1, 1957, an increase of 58.9 
percent. During the same period, the rest of the industry also made 
large increases in capacity. 

It is my conviction that, despite this great increase in the industry’s 

‘apacity, Bethlehem and the rest of the industry must continue to 
expand, if the country’s future needs for steel are to be met. 

The production of steel in this country seems to have a direct rela- 
tionship to gross national product, whic +h is the measure of all goods 
and services produced i in the country. If the growth trends continue 
in national production, in population and in per capita consumption 
of steel, our economy will probably require, 15 years from now, an 
annual steel capacity of about 190 million to 200 million ingot tons. 
This will mean an expansion of about 50 million to 60 million tons in 
‘apacity in the next 15 years. The cost of that new capacity will be 
tremendous. 

Bethlehem hopes to play its part in providing that additional 

‘apacity. Where will it get the money to pay the cost? It can come 
only from funds loaned to : Bethlehem by purchasers of bonds and other 
debt securities and funds invested in Bethlehem by purchasers of 
equity securities, supplemented by earnings retained in the business. 
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It is obvious to me that Bethlehem must compete in the capital market 
with other businesses which are seeking funds. Unless we can demon- 
strate to the investor that we can operate at a profit ratio at least as 
high as the average for other manufacturing industries, we are not 
going to be able to obtain the necessary financing at ret asonable rates. 

Now, as to the current situation: On July 1 of this year Bethlehem 
was faced with substantial increases in its costs. 

As I stated in my letter of August 1 to the chairman, our employ- 
ment costs in 1956 were $860 million out of total costs of $2,182 million, 
or 39.4 percent. For each hour worked by each member of the United 
Steelworkers of America, employment costs were going up by approxi- 
mately 20.5 cents, an increase of approximately 6. 9 percent. 

Our experience tells us that, if we increase the wages of the ere 
of a union that represents as large a percentage of our employees : 
the steelworkers’ union does, we will at or about the same time have . 
increase the pay of a great many other workers, both hourly paid and 

salaried. And, of course, when w ages go up, social-security taxes, 
pensions, and other costs likewise increase. Our situation was that 
we were faced with an increase in overall direct émployment costs of 

21.8 cents per hour, Which is also 6.9 percent. 

Our experience over many years is that for every dollar of increase 
in direct employment costs we will have at least another dollar of in- 
crease in our costs for purchased materials, supplies, freight, and 
other services. 

In 1956 the number of man-hours worked by Bethlehem employees 
per net ton of finished steel products shipped by Bethlehem was 18.9. 
Multiplying 18.9 by 21.8 gave us an estimated increase in employment 
costs of over $4 a ton, and our other costs could be expected to increase 
in at least the same afnount, or a total increase of something over $8 
a ton. 

As I have said, we must in order to attract capital from investors 
operate at a profit ratio that is not out of line with the average for other 
manufacturing industries. The facts are that in 1956 Bethlehem 
earned less than 7 percent on sales revenues, 11 percent on invested 
‘apital and 13.6 percent on net worth. 

In the same year, the average return on net worth for all manu- 
facturing industries, as reported by the First National City Bank 
of New York, was 13.9 percent. 

Since our estimated cost increase w as more than $8 a ton, why did 
we not increase our prices more than $5.20? The answer is that we 
were faced with the competition of the rest of the industry. <Ac- 
cordingly, our prices met the competitive level. That means that we 
must absorb an estimated $2.80 a ton, or something over $35 million 
a year. We can only hope that we are not too ser iously endangering 
our ability to maintain a profit margin sufficient to support an ex- 
pansion program commensurate with the Nation’s expanding demand 
for steel. 

Before deciding on the increases in our prices, we considered our 
prospective market situation. We were of the opinion that, after 
modest price increases of less than 4 percent, we would be operating 
at satisfactory rates for the rest of this year; about 90 percent in the 
third quarter and substantially at capacity in the fourth quarter. 
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There, gentlemen, are the facts; why we raised our prices and why 
we raised them in the amounts we did. 

The suggestion has been made in these hearings that the steel com- 
panies should have reduced their prices this past summer in order to 
increase the sales and production of steel, and that this would have 
acted as some sort of check, or brake, on inflation. 

Now, I don’t want to take up your time discussing economic the- 
ories, but I do want to make a ae. comments on this suggestion. 

The suggestion seems to be based on two assumptions, neither of 
which is justified, as far as Bethlehem is concerned. The first as- 
sumption is that at the time we increased our prices we were not op- 
erating at satisfactory levels and needed increased production. 

The fact is that Bethlehem’s operating rate throughout the first 6 
months of 1957 averaged about 100 percent of our rated capacity; 
103.8 percent in the first quarter and 97.5 percent in the second quar- 
ter. About July 1, we expected to operate at about 90 percent in the 
third quarter and about 98 percent in the fourth quarter. 

As a general rule, Bethlehem does not expect to operate at capacity 
for any extended period of time. Capacity operation gives us so 
many problems in the way of maintenance and other fields that we 
have a feeling that we are probably doing better at, say, 85 to 90 per- 
cent of capacity than at 100 percent, and we do our long-range plan- 
ning with that in mind. 

Bethlehem’s capacity has recently increased so rapidly that we pro- 
duce more steel today at an 80-percent rate of operation than we did 
in any year prior to 1951. Our construction program of the last few 
years has been planned with the thought that we would get a little 
ahead of demand and then try to stay about 10 percent ahead of nor- 
mal demand. This is in accordance with the Government’s belief 
that the steel industry should have some capacity to care for emer- 
gency situations. 

As I have said, we expected, last July, to operate at about 90 percent 
of capacity in the third quarter and at about 98 percent in the fourth 
quarter. Our forecasting for the third quarter was pretty accurate; 
our actual rate for that quarter was 89.3 percent. 

We seem to have been somewhat optimistic on this fourth quarter, 
inasmuch as we have, so far, operated at only about 91 percent, but we 
do expect that to improve in the next several months. 

The second unwarranted assumption is that a decrease in the price 
of steel last July would have resulted in an increase in the demand for 
our steel products. This assumption overlooks one basic fact. 

The price of our steel is so low, about 7 cents a pound, that it ac- 
counts for a very small part of the cost incurred by our customers in 
producing finished products made from steel. Thus, a $5-a-ton reduc- 
tion, say, in our steel prices last July would not have had any signifi- 
cant effect in increasing the sales by our customers of those finished 
products. Let me give you a few examples. 

A mile of 4-lane, reinforced-concrete highway, which requires for its 
construction, on the average, about 500 tons of steel, would last June 
have cost about $1 million. A reduction of $5 a ton in our price would 
have reduced the cost of a mile of highway by only $2,500, or from 
$1 million to $997,500. I submit that the difference would not cause 
any additional miles of highway to be built. 
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Similarly, a $5-a-ton reduction in our prices would have permitted 
the price of an automobile selling for, say, $2,630, an average price, 
and using about 2 tons of steel, to be reduced by $10, or to § $962 0. I 
doubt that any automobile company would consider that that price 
reduction would have such effect on the general public’ s car purchases 
as to increase materially the automobile company’s purchases of steel. 

As another example, take structural steel. The hypothetical $5 dif- 
ference in the cost per ton would, we estimate, change the cost of a 
typical 20-story office building, which uses about 7,500 tons of struc- 
tural steel, from $25 million to about $24,962,500, a difference of less 
than two-tenths of 1 percent. I doubt that this would cause any more 
office buildings to be built. 

It is apparent, therefore, that any suggestion that Bethlehem should 
have reduced its prices last July, or should not have increased them, in 
order to increase its sales and production of steel, is not warranted. 

Bethlehem has for the last 20 years been struggling to lift its return 
on net assets up to the average profit ratio realized by all manufactur- 
ing industry in the United States. Bethlehem has only succeeded in 
approximating that average rate of return in a very few years of the 
last 20. If Bethlehem is to play its part in providing the increased 
steelmaking capacity that must be built in the coming years so as to 
avoid any slowdown in the Nation’s expanding economy, Bethlehem 
must continue its effort to perform on a profi basis which is at least as 
good as the average performance of the Nation’s manufacturing indus- 
tries. 

If Bethlehem fails in that effort, its ability to finance future ex- 
pansion at the rate required by the Nation’s future industrial growth 
will be seriously jeopardized. 

Our whole economy is moving forward, and the steel industry must 
keep pace with it; it must be able to produce enough of the basic 
material upon which the growth and the security of our Nation 
depend. 

The competitive pressures which have held Bethlehem’s earnings 

ratio below the average for all manufacturing industries are particu- 
larly severe today. Our steel prices, averaging about 7 cents a pound, 
are low, and competition keeps them low. Competitive materials 
are constantly challenging steel in our efforts to maintain and increase 
the market for our products. Costs of labor are going up, and our 
average raw-material costs are increasing. 

Increasing the productivity of the enterprise is, of course, one of 
management’s principal methods of solving the problems which result 
from the mounting competitive pressures. We must devote every 
effort to reducing the man-hours expended and the raw materials 
consumed in the production of our finished products. 

Productivity indexes are an indication of management’s success 
in developing and providing more efficient production equipment, and 
in training and effectively scheduling productive forces. New and 
more efficient equipment and carefully planned training programs 
involve the expenditure of constantly mounting sums of money, and 
the more effective scheduling of productive forces increases the re- 
quirements for trained administrative forces. 

The problems Bethlehem faces today are major ones. We must 
hold down unit production costs, we must expand, we must improve 
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the quality of our products, and develop new kinds of steel, in order 
to avoid inroads into our markets by competitive materials and we 
must meet the constant competitive pressures of other steel companies 
seeking to acquire new customers for the steel products produced in 
their mills. 

The solutions to these problems must, we recognize, me for the 
good of the whole. The various interests are competing vigorously 
to enlarge their respective shares of the economic values produced by 
the steel industr 

Labor wants better jobs at higher pay. The customer wants more 
steel, and more and better kinds of steel, at lower prices. The in- 
vestor wants adequate return on his investment. And, finally, the 
country as a whole wants adequate productive capacity and the re- 
sultant growth in the volume of economic activity and in earning 
power. 

Though costs are being forced up to some extent, I believe that 
these mounting competitive pressures and conflicting interests have 
been adjusting themselves in the steel industry in a manner that is 
resulting in all groups being better served today than ever before. 

High tax rates are sapping away a large proportion of earnings 
which could be returned to the business, but there does not seem at 
the moment any hope of any tangible improvement in that direction. 

One great assist which our Government made was through the 
accelerated amortization route, permitting for tax purposes dedue- 
tions of a large part of the cost of new facilities over a 5-year period 
in lieu of the normal depreciation rate. This has been very helpful 
in returning cash to keep the ball rolling, but under the law as it 
is today, this is no longer available to the steel industry for the 
future expansion program. 

We certainly all agree that each of us has a duty to combat infla- 
tionary pressures, and I know that Bethlehem is deeply conscious of 
that duty and is trying to do everything possible to increase the efti- 
ciency of its operations and thus contribute to the stabilization of unit 
production costs and prices. But we cannot hope to be completely 
successful in that effort unless increases in wage rates are in reasonable 
relationship to increases in productivity. 

I have told you that when we raised certain of our prices last 
July up to the competitive level, we believed that such price increases 
were insufficient to offset the full amount of the cost increases we were 
facing. 

I might say in closing, gentlemen, that our experience since July 
appears to support our estimates of the cost increases with which we 
were then Sonteonted: When the accountants have completed their 
work on our third-quarter report and it is released next week, I am 
sure you will agree with me. 

Senator Keravuver. Thank you very much, Mr. Homer, for the 
presentation that you have made. 

Mr. Homer. I would like to take this opportunity to take advantage 
of Senator Dirksen’s Ss suggestion that if I wished at this time to com- 
ment on the chairman’s opening statement, I would be permitted that 
opportunity. 

TI think that some of the statements made in the chairman’s opening 
statement have been answered to some extent by my statement. 
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There will be further details that we can give in connection with 
some of the points, and some of it may take considerable time, particu- 
larly in connection with some of the earlier statements which have 
to do with prices and costs. 

There is one item in here that I think seems to convey the wrong 
impression, and that has to do with the management study of Bethle- 
hem Steel Corp., and the inferred comment here that an “inside” 
board of directors is not a good board, and also that it is inferred 
that the inside board has the ] power to pay themselves about anything 
that they want. 

All of that is wrong, conveys the wrong impression. And I think 
at this time, before we get involved in a lot of costs and price figures, 
that perhaps I should dispose of that particular phase of this inquiry, 
although how it relates to the purpose of this inquiry, I am not quite 
clear. 

Nevertheless, having it in the picture, I think that perhaps I should 
comment on it. 

Senator Krravuver. Mr. Homer, if you wish to go into the matter 
of the inside board and whether you have control over the salaries 
that you pay the director-officers at this time, that is all right with 
me. But I had hoped that the chronological order of discussion 
would be, first the pricing problem, how you arrived at your price, 
and the operation of steel companies generally in having the same, 
or substantially the same, prices. Then, tomorrow, after we dispose 
of that, we could go into the question you have just raised that was 
referred to in my statement. 

Mr. Homer. I think, Senator, with opportunity extended to me 
tomorrow to answer some of the allegations in your statement, I would 
be satisfied with that, but I do want that opportunity. 

Senator Keravuver. You will certainly have that opportunity. 

Mr. Homer. I think when I explain it to you, you will have quite 
a different conception of the inside board versus the outside board, and 
also a quite different conception of whether or not we have the right 
to pay ourselves whatever we wish. 

I think that matter ought to be cleared up because it just is not 
the fact. 

Senator Kerauver. I assure you, you will have the fullest oppor- 
tunity. 

Mr. Homer. Thank you. 

Senator Keravver. But I think you will agree with me that it 
might be an extended discussion, and if it is satisfactory to you, we 
will go into the matter of pricing at this session this morning. 

Senator Dirksen. One question, Mr. Chairman. 

Senator Keravver. Senator Dirksen. 

Senator Dirksen. Mr. Chairman, since your statement has doubtless 
been released and carries that phrasing “inside board of directors,” 
T would like to know where that term came from, an “inside board,” 
and exactly what it means? 
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I would assume from the statement that an inside board of directors 
is a working board, as distinguished from the type that get together 
once a month and listen to reports of the company and pass on matters 
of policy. So I think this is a good time to clarify that term at least. 

Mr. Homer. Well, an inside board, Senator Dirksen, as we inter- 
pret it, is just as you say, it is a board that is composed of the working 
officers of the cor poration, as against a board which is composed of— 
it may be a few working officers, but a majority of outside directors 
that are in no way connected with the business directly or the responsi- 
bility of operating the business. They may be connected with other 
businesses or they may be selected for some reason, financial or in- 
dustrial, their financial or industrial status in the country, or for some 
other 1 reason that they might perhaps contribute something. 

But in our opinion, an outside board member does not take an active 
part in the daily operation or the responsibility of daily operating a 
business. 

Senator Kerauver. Mr. Homer, is this a fair statement? I think 

it is. My statement is taken from what I had always understood to be 
the accepted definition of an inside board of directors, as contrasted 
with an outside or trustee-type board of directors. My statement is 
taken from the American Institute of Management, which is a well- 
considered institute of management, and well- ‘recognized. Its publica- 
tion, the Corporate Director, called the Bethlehem board an “inside 
board of directors.” 

Mr. Homer. I think that last qualification may be better than the 
first one, Senator. [Laughter. | 

Senator Diesen. That was what, Mr. Homer? I did not get the 
full implication of your statement. 

Mr. Homer. W ell, I would like to dwell on it, as long as we have 
gone as far as we have e, and dispose of it, rather than to leave it hang- 
ing in the air, and it will only take me a few minutes to, perhaps, put 
what I would like on the record in connection with it. So, if you 
could spend 10 minutes, I would be glad to proceed on that and get 
it out of the way. 

Senator Kerauver. Mr. Homer, would you limit your discussion to 
the difference between an inside board and an outside board? I 
would rather not get into the overall discussion of the points raised 
in the American Institute of Management’s report until after we have 
finished with the pricing part of our hearings. 

Mr. Homer. Well, Mr. Chairman, the comments by the American 
Institute of Management, and I have read them 

Senator Kerauver. Mr. Homer, I have not made them a part of 
the record as yet. 

Mr. Homer. Well, you mentioned them, and I am just trying to 
reply to your reference. 

Senator Kerauver. Very well. 

Mr. Homer. They do bring in this question of inside versus outside 
boards, and they do use Bethlehem as an example of an inside board, 
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and they imply, in some respects, that an inside board is not as good 
as an outside board. On the other hand, in their own classification of 
well-run companies, efficiently run companies, they place Bethlehem 
high up on the list. There is a little inconsistency there, and I would 
like to clear up some of these things, now that we are discussing them, 
because, as you go on, why, we might not have time to do it at a later 
time. 

I have here some notes on that particular report of the American 
Institute of Management on the subject—— 

Senator Kerauver. Mr. Homer, I have not made the report a part 
of the record as yet. I had intended to submit it tomorrow, so that 
the press could have the benefit of what it contains and your reply 
to it. If we go into it today, we are not going to get into the pricing 
matter, which this committee is most directly interested in. Is it suffi- 
cient to say that an inside board is, as stated in this statement, one 
where every one of the directors is an officer or key executive in its 
overall corporate structure, as distinguished from an outside board, 
where that is not the case ? 

Mr. Homer. I think, generally speaking, that that is probably 
correct. 

Senator Kreravuver. As to the merits or demerits of both boards, I 
would hope that we could defer that until tomorrow. 

Senator Dirksen. Mr. Chairman, I want to say I know how diffi- 
cult it is ofttimes for answers to catch up with statements where some 
qualification is needed. As one member of the subcommittee, when 
we get around to my time, I want to inquire a little about who the 
American Institute of Management is, and a little more in detail about 
inside and outside boards, because I do believe, in view of the fact that 
the phrase was contained in the chairman’s statement, you, Mr. 
Homer, are entitled to equal currency for the answer to be made. So, 
you will get that in the record. 

Mr. Homer. I am quite willing to abide by the decisions as to what 
is the best procedure here. But what bothers me is that it has been 
brought up, and, as you say, Senator Dirksen, sometimes the oppor- 
tunity will go by. 

I may have the Asian flu tonight, or somebody else tomorrow, and 
this is never answered. Now, having put this in the record in the im- 
portant light that it has been included, I feel that it is now the sub- 
ject we are talking about—that perhaps we should dispose of it and 
then go on to prices, which may take another week, I do not know, 
and we may never get around to it. So, if you have no objection, I 
think that the thing to do is to continue with this until we dispose of 
it, and then we can go on to prices. 

Senator Keravuver. If you have some brief comments you want to 
make about it, but, to the extent that you can, let us defer it until 
tomorrow, Mr. Homer. 
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You will notice in my statement on page 2, all 1 said was that the 
study had been conducted by the American Institute of Management, 
and continued : 


Bethlehem Steel Corp. is managed by an inside board of directors. Every 
one of its directors is an officer or key executive in its overall corporate struc- 
ture. Based on this study, inquiry will be made into the salaries and bonuses that 
Bethlehem’s inside board paid themselves. Also, inquiry will be made into what 
the subcommittee understands to have been a proposal to Bethlehem stockhold- 
ers by its directors of a stock-option plan which, if approved, will be an addi- 
tional incentive or payment to its officer-directors. 

I had intended this as being a statement of the inquiry on the sub- 
ject that we would want to make tomorrow. But, if you want to clear 
something up now, you go ahead and do so. 

Mr. Homer. Thank you very much. 

Senator O’Manonery. Mr. Chairman, may I say at this point, that 
the paragraph which I read from the Corporate Director, which is 
a publication published by the American Institute of Management 
expressly for its members, and which is entitled, “Directors as 
Trustees,” raises a question which was raised long ago during the in- 
vestigation of the Temporary National Economic Committee, namely, 
what power Congress ought to give, or should it control the powers, 
of the officers and directors of corporations engaged in interstate and 
foreign commerce. 

There is not any doubt that the condition, which has developed in 
the United States at this time, is that the great national corporations 
which carry on a national business of all the people of the country 
and carry on foreign commerce, and which get us involved in inter- 
national negotiations of one kind or another, receive their charters 
from the States, which have no power under the Constitution to reg- 
ulate interstate or foreign commerce. The States grant blank checks 
to the corporations, and they, in turn, exercise this free gift of au- 
thority as the directors please to exercise it. 

It was revealed during the hearings of this committee, when it was 
looking into the oil problem, that some of our American companies, 
through the testimony of their own officers before this committee, ac- 
knowledged that they have paper charters issued by States of the 
United States, and in some instances, I remember, by foreign coun- 
tries—I call them paper charters only because they are not actually 
in operation. These were charters which were issued to be used, if 
occasion should develop, when it was necessary to use them. 

The statement that is contained in this study, the Corporate Director, 
I think, is most revealing, and I think that Mr. Homer should have 
his opportunity to respond to it, not so much because it carries any 
reflection upon the integrity or the ability of the directors, but merely 
because it illustrates the sort of system we have permitted to grow up. 

I do not suppose the directors of such a corporation can be blamed 
for taking advantage of the loopholes in the laws which the Congress 
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passes or for taking advantage of the fact that the Congress does 
not pass laws which are really necessary if we are to carry on our 
constitutional power to regulate commerce among the States and with 
foreign nations. 

This is the paragraph, as it appears on page 3, “Despite these 
merits”—and I acknowledge the merits of Bethlehem: 

Despite these merits, Bethlehem has an “all-inside” board, and has had for 
years. Every one of its 15 directors is an officer or key executive in the overall 
corporate structure. The character and ability of the men themselves cannot be 
doubted. But this board’s handling of its trusteeship responsibilities in regard 
to executive compensation is a conspicuous example of the kind of thing that 
occurs with an “inside” board. Bethlehem is famous for the bonuses it has 
paid its top executives and for its special incentive compensation fund. It has 
been criticized on these grounds many times in its history. Into the fund each 
year is paid 5 percent of net income (after certain deductions). Out of it, to 
the extent that its balance permits, executives receive one-fifteenth of any 
dividends paid by the company. 

That is the end of the statement taken from the Corporate Director. 
As I say, it illustrates one phase of the situation under which cor- 
porate management operates now in these great corporations: namely, 
that there are sometimes hundreds of thousands, if not millions, of 
stockholders, whose stockholdings individually are so small that they 
exercise no powers of management at all, whereas the officers and 
directors are experts whose shareholdings are very, very small, com- 

aratively, compared to the total stockholding of the corporation. 

hey have practically absolute power to run the economic affairs of 
that corporation even though those operations affect the welfare of 
all the people of the United States, and in some instances, of other 
countries. 

Senator Dmxsen. Mr. Homer, that ought to be sufficient foundation 
for you now. [Laughter.] 

Mr. Homer. Thank you, Senator. 

Senator O’Manoney. I meant it as such. 

Mr. Homer. Senator O’Mahoney, good morning. It is very nice 
to see you again. 

Tam glad that you read the paragraph that you did because it brings 
the matter right toa head. Ido not agree, however, with some of your 
comments regarding the purported powers that we directors may 
have with reference to other stockholders. After all, we have to submit 
everything that we do sooner or later, if not before, to the stockholders 
for their approval. 

The fact that we are an inside director versus the outside director 
doesn’t mean that we have any different powers in that respect. But 
this report of the American Institute of Management somehow or other 
singles out Bethlehem as a horrible example of the inside board, and I 
would like to comment a little bit on that. 

Senator Kerauver. Mr. Homer, before Senator O’Mahoney came in, 
I had expressed the hope that we could go into pricing today and then 
into management problems tomorrow. But I take it we may as well 
reverse the process and go into the matter raised by Senator O’Mahoney 
and the American Institute of Management’s report at this time. 
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I think that preliminary to your statement, it might be well to 
make the whole report a part of the record. ‘This is the Corporate 
Director, published by the American Institute of Managaement 
expressly for its members, volume VI, No. 20, August 6, 1957. 

And, second, to be made a part of the record, is a table listin 
salaries and total compensation of the directors of Bethlehem Steel, 
1947 through 1956. It includes the salaries, the incentives, and the 
total compensation of the 15 officer-directors. It will be made a part 
of the record. The figures for the various individuals were compiled 
from proxy statements of Bethlehem. The totals for the individuals 
differ slightly from the totals presented by Bethlehem itself, and 
therefore both sets of totals were shown. 

(The Corporate Director may be found in the files of the subcom- 
mittee. The table referred to follows:) 
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Senator Kerauver. The exhibit shows that the members of the 
board of directors paid themselves $6,499,000 in 1956. 

Mr. Homer. I wish to interpose there, Senator, we did not pay our- 
selves. I wish that term would not be used. 

Senator Kerauver. Very well, approved by the stockholders. 

Mr. Homer. That is better. 

Senator Keravuver. Between the period 1947-56, the inside board 
were paid in salaries, $10,161,000, and then as bonuses or incentive, 
$28,430,000, or a grand total of $38,592,152. Mr. Grace’s salary from 
1947 through 1956 was $1,500,000, his bonus, $3,389,000, for a total of 
$4,889,000. Mr. Homer’s salary is $1,200,000 for the same years, and 
bonus, $2,824,000, for a total of $4,024,000. It works out to an average 
for 1956 of $438,000. 

I would be glad if you would examine this. This was compiled 
from proxy statements to the SEC. We will submit a copy to you 
and if you have any exceptions, you may state them. 

The third exhibit shows the 18 highest paid executives in American 
industry, and 11 of them are Bethlehem officer-directors. 

-~ exhibit referred to may be found in the appendix on p. 1337.) 

enator Kerauver. Mr. Grace is the highest, $809,000; Mr. Curtice, 
General Motors, $695,000; 3d: Mr. Homer, Bethlehem, $669,000; 4th: 
Mr. Greenwalt, president of du Pont, $600,000; 5th: Mr. Donner, ex- 
ecutive vice president, General Motors, $577,000; 6th: Mr. Cort, vice 
president, Bethlehem, $529,000; 7th: Mr. Goad, executive vice presi- 
dent, General Motors, $521,000; 8th: Robert McMath, vice president, 
and secretary Bethlehem, $514,340; 9th: Mr. Berkeley, vice president, 
Bethlehem, $499,340; 10th: Joseph Larkin, vice president, Bethlehem, 
$499,000; 11th: Daniel Strohmeier, vice president, Bethlehem, $444,- 
000; 12th: Arthur Peterson, vice president, Bethlehem, $434,000; 13th: 
J. W. Schwab, president of United Merchants & Manufacturers, $386,- 
000; 14th: Harry C. Crawford, vice president, Bethlehem, $374,000; 
15th: Paul S. Killian, vice president, Bethlehem, $374,000; 16th: 
Ernest Breech, chairman, Ford Motor, $370,000; 17th, Henry Ford 
II, president Ford Motors, $370,000; 18th: Jesse V. Honeycutt, vice 
president, Bethlehem, $364,000. 

This material is taken from page 4 of the American Institute of 
Management’s publication, the Corporate Director, August 1957. 

The fourth exhibit for your discussion shows the percentage of in- 
centive compensation fund received by each officer-director of Beth- 
lehem Steel, 1947-56. 
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(This exhibit follows :) 


Percentage of incentive compensation fund received by each officer-director of 
Bethlehem Steel Co., 1947-56 
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1 Totals may not add up to 100 percent because of rounding. 
Source: Proxy statements of the Bethlehem Steel Co., 1947-56. 


Senator Kreravver. This shows that from 1951 on, the percentages 


each officer-director has received of the total bonus have been sub- 

stantially the same. 

m This is taken from the proxy statements of the Bethlehem Steel 
or 

I know you want to respond to Senator O’Mahoney’s question. You 
may make a statement. 

Senator O’Manonry. Mr. Chairman, I really do not want to divert 
this hearing from the question of steel prices, which, of course, was the 
main objective, but in view of the nature of the statement contained 
in this report, it seemed to me desirable that there should be an 
allusion to it at least on the part of the president of Bethlehem Steel 
at this time. 

I noted, Mr. Homer, that in your response to what I said, you re- 
ferred to the fact that the directors must make a report to the stock- 
holders. Would you supply this committee, for the record, with some 
of the following information: 

How many stockholders does Bethlehem Steel have ? 

What is the average individual stock holding of the stockholders? 

How many corporate stockholders do you have e, and are any of the 
directors of Bethlehem Steel Corp. directors of these corporate stock- 
holders. 

Do the directors of the corporation have any fiscal arrangement or 
association with any of the corporations and entities with which Beth- 
lehem does business ? 
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How many subsidiary corporations does Bethlehem have ? 

Where were the charters of these subsidiary and affiliated com- 
panies, if any, issued 

What limitation is placed in the charters on the corporate powers 
of the officers and directors? 

Will you see that such information is supplied to the committee ? 

Mr. Homer. Yes. We will endeavor to see if we can get that in- 
formation together for the committee, Senator. 

Senator O’Manoney. And would you also add 

Mr. Homer. I think it is pertinent in some respects to this question 
that has been raised, and in what I hope to be able to say in connection 
with the inside and outside board, some of your questions are going to 
be answered, particularly in connection with our directors being di- 
rectors or officers of other companies or participating financially in 
other operations outside Bethlehem. I will cover that. 

Senator O’Manoney. I should also like to have a statement, if you 
can furnish it, of the number of proxies which were submitted by 
stockholders at your last corporate meeting, and the number of stock- 
holders who did not submit proxies. 

Mr. Homer. That is public information. 

Senator O’Manoney. Yes, of course, I know it is. But I think it 
will be valuable to have it as part of the record of this committee. 

Again, let me emphasize that I am not seeking to cast any reflection 
whatsoever upon the character or the ability of the officers of Bethle- 
hem. I am merely trying to get the facts with respect to the man- 
agement system which has been developed in this country, and which 
is exercising a very great influence on both our domestic and our 
foreign policy, both of which are under the Constitution, within the 
jurisdiction of the Congress. 

Mr. Homer. We will try to help you get that information, sir. 

Senator O’Manoney. Thank you very much. 

(The information referred to may be found in the appendix on 
p. 1362.) 

Senator Keravver. All right, Mr. Homer. 

Mr. Homer. May I proceed, Mr. Chairman ? 

Senator Krerauver. Yes; you proceed in your own way as fully as 
you wish, Mr. Homer. 

Mr. Homer. In the first place, it is obvious that Bethlehem does not 
agree with the overall position taken by this American Institute of 
Management that a so-called outside board is better than a so-called 
inside board. Some indication, perhaps, of the general quality of the 
report may be gathered from the fact that it is not accurate in certain 
respects. 

For example, the report describes the special incentive compensation 
fund of Bethlehem which was in effect from 1936 until January 1957, 
without making any mention of the fact that in January 1957, the 
fund was abolished and in place thereof there was substituted a special 
incentive compensation plan. 

Under this plan, the amount payable to the directors as incentive 
compensation was reduced from 624 percent of the amount of each 
dividend on the common stock, to 6 percent for the year 1957, 514 
percent for the year 1958, and 5 for every year thereafter. 

oo Keravuver. Would you give me those figures again, Mr. 
omer ? 
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Mr. Homer. It was 624 percent of the amount of each dividend’ on 
the common stock. But it was reduced to 6 percent in 1957. 

Senator Kerauver. When was this action taken ? 

Mr. Homer. This was in January of this year. : 

Senator Kerauver. Yes. And 5 percent, I believe you said—— 

Mr. Homer. Five and a half for 1958, and 5 percent for every year 
thereafter. ; c 

Before you conclude, perhaps I had better finish upon that particular 
thing. 

The report also lays great stress on the fact that the payments 
under the compensation plan of Bethlehem are shared by 15 persons. 
That was true prior to 1957, but it seems a report which attempted 
to be objective would have mentioned the fact that in April 1957, the 
number of directors of Bethlehem was increased from 15 to 21, the 
obvious effect of which will be to reduced the proportions of the total 
fund heretofore paid to the 15 individuals. 

The notice of the Bethlehem stockholders meeting to be held on 
September 17, 1957, was not issued until August 7, by which time 
the report was apparently in final form. The consequent omission 
in the report of any discussion of the proposed further reduction, 
to 414 percent, of the amount of each dividend that is payable under 
the plan and of the proposed stock option plan, makes the report 
even more out of date. 

The report itself admits—does that give you the information? It 
is 414 percent at the present time. 

Senator Keravuver. When was this agreed upon? 

Mr. Homer. It was about July 25, Our directors gave considera 
tion to it and acted on it in July this year, and we considered it 2 or 
3 months earlier than that. 

Senator Keravuver. But it went into effect in September, you say? 

Mr. Homer. It was approved by the stockholders in September, and 
went into effect on the 18th of September. The reduction went in 
effect immediately. 

Senator Krrauver. Was not a stock-option plan put into effect at 
the same time? 

Mr. Homer. Yes, about the same time. 

Senator Keravver. Tell us about the stock-option plan. That is 
new. That has just been put into effect. 

Mr. Homer. That is right. It was put into effect and approved by 
the stockholders at that September meeting. 

Senator Krravuver. Do you have a description of the stock-option 
plan? Can you tell us about it briefly ? 

Mr. Homer. Yes; we can file with you a copy of the proxy state- 
ment which would include all the details in connection with the stock- 
option plan. 

Senator Krravver. Do you have a description of it handy where 
we can see it? 

Mr. Homer. We would be glad to furnish you with a copy of the 
proxy statement, which gives the stock-option plan. Is that what 
you want? Maybe you already have it. 

Senator Keravver. I believe we have a copy of it. 

Mr. Homer. It is public. 

Senator Krravver. Let us make this stock-option plan a part of 
the record, also. 
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(The document referred to may be found in the appendix on 
p. 1348. 
, sane Keravver. But as I understand it, as of September when 
the last reduction to 4 percent of the dividend to the officers-directors 
went into effect, there was also put into effect a stock-option plan 
which was calculated to increase compensation to the officers-directors. 

Mr. Homer. What was that last again, Senator? I did not hear it. 

Senator Krrauver. At the same time you reduced the bonus to 
4 percent—— 

Mr. Homer. 414 percent. 

Senator Kerauver. 41% percent? 

Mr. Homer. Yes. 

Senator Kerauver. Of the dividend to the officers-directors, you 
put into effect a stock-option plan which was intended to increase the 
compensation to the officers-directors ? 

r. Homer. Well, I do not agree with that. It all depends upon 
what happens on the market. Nobody knows. Right now, it would 
have decreased it. 

Senator Keravuver. You did not put it into effect to take money 
away from your officers-directors, did you ? 

r. Homer. No. They have the option of purchasing shares of 
stock at an option price which can be exercised within a certain period 
of time. 

Senator Keravver. What is the option? 

Mr. Homer. It is entirely up to them whether they exercise it or not. 

Senator Krrauver. What is the option price? Just take your own 
case. 

Mr. Homer. The option price is $43. 

Senator Kerauver. How many shares are the officers-directors 
entitled to buy at $43 ? 

Mr. Homer. Well, there is a maximum of 10,000, and it is usually 
figured on the basis of what they could buy with 1 year’s compensa- 
tion as being the maximum amount. 

Senator Krerauver. What is the present New York Stock Exchange 
sales price of Bethlehem stock ? 

Mr. Homer. Well, I have not seen it today. It is around $40, 
around $39 or $40. 

Senator Keravuver. Is this 10,000 shares for each year, or for an 
overall period ? 

Mr. Homer. Each year. 

Senator Keravver. All right, sir, you may proceed. 

Senator Dirksen. Mr. Homer, at this point, I wish you would make 
a little statement as to who the American Management Institute is. I 
notice it is a nonprofit corporation that operates in New York, but 
this statement has no other data, other than the comments on Bethle- 
hem. So, if you know, I think you ought at this point to make some 
comments on this institute. 

Mr. Homer. Well, this is an organization, so far as I recollect—we 
would like to prepare something, if you would like to have it for the 
record. But just for the moment, it seems to be an organization 
which is run mostly by one individual who had sort of the hobby, you 


might say, of studying management and trying to put some form of 
measurement on them. 
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Over a period of years, he has compiled a lot of information, and 
he endeavors to rate people, rate management. It is chiefly a one-man 
performance. I do not know just how much detail you want in con- 
nection with it. 

We never paid too much attention to it until this last report came out 
that implied what they did about the Bethlehem “inside board.” But 
I would like to proceed to comment on this—— 

Senator Kerauver. Mr. Homer, can you tell us who the man is? 
You mention one man. 

Mr. Homer. Martindell, I think that is the name of the individual. 

Senator Keravver. Is Bethlehem a subscriber or a member of this 
American Institute of Management ? 

Mr. Homer. Not that I am aware of. 

Senator Keravuver. Do you pay funds to it? 

Mr. Homer. Not that I am aware of. I do not think we do. I do 
not think we do. 

Senator Kerauver. Do any of you gentlemen know ? 

‘ Mr. Homer. We would be ead to check that, but I am quite sure we 
o not. 

(The material referred to may be found in the appendix on p. 1535.) 

Senator Krrauver. Do you question its being a reputable organiza- 
tion, Mr. Homer? 

Mr. Homer. Well, I think in the light of what I hope to say here 
and the way this report was done, I think there is some doubt as to 
whether it is a reputable organization. 

Senator Krerauver. Undoubtedly you disagree with its findings and 
conclusions, but do you question its seriousness in trying to make an 
analysis of the management of companies? 

Mr. Homer. Well, I do not question his seriousness in making an 
analysis of management, whether they think it is efficient or not, and 
that part of it probably is all right and may be very well done. 

I have seen several of their reports in the past, and on that basis, 
why, they rate Bethlehem very high. 

But ohén they bring in a lot of other things in here and sort of infer 
that some things are not quite what they should be, based on misin- 
formation and not a complete knowledge of the facts, then I think 
perhaps it is not so reputable. And that is what I want to comment 
on. 

Senator Kerauver. You do not, then, as I understand it, question 
the reputability of the American Institute of Management. You just 
disagree with some of their conclusions and with some of their facts; 
is that it? 

Mr. Homer. I am advised here that the publisher of Who’s Who 
has filed a complaint with the FTC alleging that American Institute 
of Management should be restrained from operating. 

Now, they must have some reason for doing that. I do not know. 

May I proceed ? 

Senator Dirksen. Yes. But you will amplify your statement? 

Mr. Homer. Yes. 

Senator Dirxsen. After all, I do not know anything about this con- 
cern. If they get out a well-printed—and that is a well-done sheet they 
get out—document, and it carries a very impressive name, you get the 
idea that there is real substance behind it. 

There is no indication of the individuals who may have an interest 
in it, and I think the committee in determining the credibility of the 
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report must necessarily know who the American Management Insti- 
tute is. 

Mr. Homer. Well, I agree with you, Senator Dirksen. But cer- 
tainly before the commitee accepts it just on its face value, they ought 
to be sure that it is a creditable organization and that the facts stated 
in there, or so-called facts, can be sustained, that it is a reasonable 
organization, and they are giving out something that can be counted 
on, not just one-sided or biased, and not a thorough proposition in 
any way. 

Senator Kerauver. [ want to assure you, Mr. Homer, that my in- 
formation is, whether you agree with it or not, that it is a reliable 
organization. But, of course, we want to have all the information 
we can on the subject. 

Mr. Homer. In the light of what they have done, I cannot agree 
that it is a reliable organization. 

Senator Keravver. You thought it was reliable up to the point 
where they got after you; is that it? 

Mr. Homer. Well, right now, I am not willing to go any distance. 

May I continue? 

Senator Kerauver. Certain tables have been placed in the insti- 
tute’s publication about the 18 top corporate earners of last year, of 
which 11 were from Bethlehem. Do you question that? 

Mr. Homer. Where is that, Senator ? 

Senator Keravuver. That is on page 4. That refers to all United 
States industry, not just the steel industry. 

Mr. Homer. You mean this list of salaries? 

Senator Kerauver. Yes; salaries plus incentive payments. 

Mr. Homer. Yes; I will comment on that asI go along. I think I 
cover that particular point. 

Senator Keravver. All right, sir, you may proceed. 

Mr. Homer. The report also lays great stress on the fact—and this 
is continuing from where I was before, we were talking about reduc- 
tion in the percentage of incentive compensation—the report also lays 
great stress on the fact that the payments under the special incentive 
compensation plan of Bethlehem are shared by 15 persons. 

That was true prior to 1957, but it seems that a report which at- 
tempted to be objective would have mentioned the fact that in April of 
1957, the number of directors of Bethlehem was increased from 15 to 
21, the obvious effect of which will be to reduce the proportions of the 
total fund heretofore paid to the 15 individuals. 

That, in a way, shows this list is not up to date. 

Senator Kerauver. While you are on that point, will you give us the 
names of who the new directors are, and the percentage they are to 
receive out of this fund, or will you supply that for the record? 

Mr. Homer. Well, the 21 Reker ie names—— 

' Senator Keravver. Is that on page 5? 

Mr. Homer. Are given on the proxy statement, and I think every- 
thing you need in that respect is covered in the proxy statement. 

The report itself admits that Bethlehem has been ranked as “ex- 
eellently managed” since the first publication by the institute of its 
listings of outstandi:.g corporations. 

The soundness of the institute’s position on the relative merits of 
“outside” and “inside” boards is ee indicated by the fact that al- 
though the report stresses that eight important competitors of Bethle- 
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hem have outside boards, the report does not mention that, of those 8 
important competitors, only 2 are ranked by the institute itself as 
being as well managed as Bethlehem. 

Two others are also ranked as “excellently managed,” but not as well 
as Bethlehem; and the other four, including the largest company in 
the industry, are given no ranking at all by the institute. 

The report states that the trend is toward outside boards. Such a 
view of the trend is not universally accepted. In December of 1955, 
Prof. Stanley Vance of the School of Business Administration of the 
University of Massachusetts published a monograph entitled, “Funce- 
tional Directors and Corporate Performance in the Large Industrial 
Enterprise.” 

Professor Vance refers to the so-called “inside” director as a func- 
tional director. Among his conclusions are that the common prac- 
tice of reliance on outside directors is a poor substitute for the demo- 
cratic process of functional control; that divided loyalties and the 
lack of comprehension and appreciation of the corporate working 
atmosphere lead to an indifferent or marginal performance on the 
part of most outside directors; and that absentee directors, like 
absentee landlords and monarchs, too frequently give their attention 
to peripheral problems. 

His overall conclusions are: 

First, there is a gradual but perceptible shift from family and out- 
side control to functional control in the large industrial corporations. 

Second, the growing importance of the functional director is a con- 
sequence of the increasing complexity of managing large enterprises. 

Third, functional control on the average results in superior cor- 
porate performance as compared with the performance of companies 
controlled by outside directors. 

It is thus quite apparent that the views of the American Institute 
of Management are not wermecen | held, and that Bethlehem’s or the 
contrary view has quite a respectable backing. 

Bethlehem is one of the few large corporations which has operated 
under both kinds of boards of directors. Prior to sometime in 1935, 
Bethlehem had a number of directors who were not otherwise em- 
ployed by it. 

For many years every director of Bethlehem has been a person who 
was otherwise active in the business as an employee. In the opinion 
of the management, the so-called inside board is much better for 
Bethlehem. 

In the first place, the steel products produced by Bethlehem are 
sold, by and large, to other business enterprises for further manufac- 
ture or use by them. In this respect, the basic steel producer is quite 
different from a company which produces so-called consumer goods. 

Bethlehem buys large quantities of materials, supplies, and services 
from other business enterprises. If Bethlehem had on its board of 
directors representatives of existing or potential customers or sup- 
pliers, it seems to the management that the result would netentasity 
be to impair Bethlehem’s relationships with other actual or potential 
customers or suppliers, particularly those who are competitors of the 
enterprises represented on Bethlehem’s board. 

Representatives of banks and other financial institutions frequently 
act as directors of business corporations. It seems to Bethlehem that 
if banks or insurance companies had representatives on its board of 
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directors, the results would be to impair its relationships with other 
banks and insurance companies, 

As it is, Bethlehem has close and friendly relationships with many 
large banks and insurance companies, and many of such relationships 
would probably be jeopardized by having representatives of one or 
two banks or insurance companies on the Bethlehem board. 

Many representatives of the United States Government would not 
like Bethlehem to have on its board representatives of its customers 
or its suppliers or of banks or other large financial institutions. There 
is frequent criticism of so-called interlocking boards of directors. 

For example, in the report of the Federal Trade Commission on 
interlocking directorates which was made by the Commission in 1950, 
the Commission was quite critical of interlocking directorates in the 
basic iron and steel industry, particularly where the so-called inter- 
locks encompassed competitors, suppliers, customers, and financial 
institutions. 

The Commission stated that the only outstanding exception was 
Bethlehem, the directors of which had no other affiliations. 

Senator O’Manonery. Mr. Homer, may I interrupt you at this point ? 

Mr. Homer. Yes. 

Senator O’Manonry. I take it to be your testimony that Bethlehem 
today has no interlocking directorates. 

Mr. Homer. That is correct. 

Senator O’Manonry. All of the members of your board are them- 
selves part of the Bethlehem working team. 

Mr. Homer. Correct. 

Senator O’Manoney. They have no other business affiliation. 

Mr. Homer. Correct. 

Senator O’Manonry. And their loyalties are 

Mr. Homer. Only to Bethlehem. 

Senator O’Manoney. Only to Bethlehem, and Bethlehem only ? 

Mr. Homer. Only to Bethlehem. Correct. 

Senator O’Manoney. Does your charter require that? 

Mr. Homer. No. 

Senator O’Manoney. If it were the desire of the board of directors, 
they could tomorrow change this system and set up the interlocking 
directorships? 

Mr. Homer. Well, I suppose they could. 

Senator O’Manoney. I mean, you have the power. 

Mr. Homer. The stockholders would have to approve. 

Senator O’Manoney. Oh, yes. 

Mr. Homer. So it would have to be done, if desirable, through the 
approval of the stockholders in the usual way. But our policy, 
Senator 

Senator O’Manoney. But is it not a fact that, for the most part, the 
stockholders agree with the program that management lays down? 

Mr. Homer. Well, I do not know. They may approve what we are 
doing. Certainly, if we do not do things, speaking for the directors, 
to their liking, why, they vote against it or they indicate against it. 

Senator O’Manonry. There are occasional battles for control of the 
corporation, no question about that. But they are only occasional. 
They do not represent the general history of the modern corporate 
organization, do they ? 
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Mr. Homer. I did not get the first part of your question. 

Senator O’Manonry. I say, there can be no doubt that we do have 
in these times battles for the control of corporations. 

Mr. Homer. Certainly. 

Senator O’Manoney. For example, there was the big battle over 
the control of Montgomery Ward. That was a knockdown and drag- 
out battle, as a matter of fact. 

Mr. Homer. Correct. 

Senator O’Manoney. And the president won the battle but he lost 
the war. He finally did get out, you know. 

Now, those are very unusual. Ts it not a fact, therefore, that, so far 
as corporate managerial authority goes, for the most part, the stock- 
holders at their regular meetings ordinarily approve the program that 
the management lays down ? 

Mr. Homer. Yes; I think generally that that takes place. 

Senator O’Manonry. That is what I thought. 

Mr. Homer. Because perhaps the directors are quite conscious of 
their responsibility. They weigh the situations very carefully, and 
they do not present to the stockholders something that is opposed to 
the interests of the stockholders. They are very careful, as repre- 
sentatives of the stockholders, to protect their interests. 

Senator O’Manonery. Now, inasmuch as 

Mr. Homer. And, therefore, the vote is more an approval of the 
action of the directors, and very seldom a disapproval. But we always 
can tell, I think, in putting these things up to the stockholders, 
whether there is a growing objection. It takes time. You can always 
sense it. You can tell what is going on, and you also have stockhold- 
ers that write you letters. They indicate what their feeling is about 
things. 

aah O’Manoney. Your statement confirms what I was think- 
ing about. 

Now, you have made the decision—I say you, meaning the manage- 
ment of the Bethlehem Steel—that an inside board is better than an 
outside board, because it guarantees loyalty to Bethlehem and pro- 
tects Bethlehem against divided loyalties by directors who might be 
tempted to have Bethlehem 

Mr. Homer. That is only one part of it, Senator. 

Senator O’Manonery. Yes. 1 do not intend to state—— 

Mr. Homer. There is only one factor in that whole decision 

Senator O’Mauonry. I do not want to repeat all the reasons that 
you gave, Mr. Homer. 

Mr. Homer. Yes. 

Senator O’Manonry. I was merely trying to ask you whether, in 
your judgment, you would think it would be a good thing if a pro- 
vision were made by law that all corporations engaged in interstate 
and foreign commerce should be prohibited from having interlocking 
directors. 

Mr. Homer. Well, Senator O’Mahoney 

Senator O’Manoney. In other words, how would you like a law 
passed by Congress adopting the Bethlehem plan of inside directors 
with only one loyalty instead of interlocking directors with a dozen 
loyalties ? 

Mr. Homer. Well, it would be all right with us, and for us, Sen- 
ator, because that is what we believe in at the moment. 

95009—58—pt. 226 
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Senator O’Manoney. That is a little gain. 
I have been fighting against interlocking directors for a long time. 
Mr. Homer. But to go beyond that and say it would be good for 

everybody, I would not want to go that far. There are other cir- 

cumstances that may make it advisable to get something different. 

Senator O’Manonry. But you do believe you are setting a good 
example for all industry ? 

Mr. Homer. Well, I will put it this way, that it works for us, and 
we feel that over a long period of time, and experimenting with our 
particular setup as to a directorate, that this inside board is better 
for our situation. 

I like to look at it this way: I believe it has some relationship to the 
maturity of a company. 

If you have a new company, a new company just starting in, that 
does not have the historical background, the established history of 
performing over many years on a profitable and satisfactory and 
creditable basis, you may need support of outside directors, people 
who are prominent in their fields, and could lend their strength and 
support to a new company. 

But, as that new company develops over the years, and you build 
up your own strength and history as a background, you may find, 
as Bethlehem has, because we started the same way, that you do not 
need that outside strength; in fact, it becomes a handicap as you go 
on. And, therefore, today we have gotten to the point where we be- 
lieve that an inside belied is best for Bethlehem, but I think it has 
to do with the maturity of the company to a great extent. 

That is the reason I hesitate to say that in somebody else’s case it 
would be a good thing, because it might not be. 

Senator Patines. Of course, it must be acknowledged that there 
a anit factors that go into the final judgment on matters of this 

ind. 

For example, my question to you about the inside board and the 
outside board had nothing to do with the allegations made in this 
paper, The Corporate Director, that the inside board allows the offi- 
cers to compensate themselves extravagantly. That is another ques- 
tion, about which I have raised no questions at this time. 

Mr. Homer. Well, I commented before you came—— 

Senator O’Manonry. You did. I think you have made your state- 
ment on the record. 

Mr. Homer. I spoke about the implications at the time, and I have 
tried to clear up, which I think I will, after I finish this particular 
statement on that particular question, as to whether we do or do not 
set our own 

Senator O’Manonery. Thank you very much. 

Senator Dirksen. One comment before we get away from Senator 
O’Mahoney’s statement. 

If you had a law which prohibited interlocking directorates, you 
might perchance find a singh individual who could make a substan- 
tial contribution to the company, who might have only one other 
directorate that might be in conflict with Bethlehem’s interest, but 
if the law said, “No,” then automatically you would be prohibited 
—— utilizing what he could contribute or whatever his talents might 
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Mr. Homer. I feel a general law, Senator Dirksen, would be rather 
restrictive and maybe too restrictive, and not flexible enough. 

There ought to be some way that, as I tried to point out, you could 
take care of special circumstances in the starting of a new company, 
and where they need outside help and that sort of thing. To prohibit 
it would, perhaps, be a little too restrictive for everybody under any 
circumstances. 

Senator Krravuver. I think it should be made clear that section 8 
of the Clayton Act prohibits interlocking directorates among com- 
se that compete. Of course, you are talking about it in the 

roader sense. 

All right, Mr. Homer, you proceed, but before you do, do you have 
a copy of the little notice you sent along to the stockholders soliciting 
their proxies? 

Mr. Brorxer. You mean the proxy statement ? 

Senator Kerauver. No; we have the proxy statement. I mean the 
paper that they signed and sent back. 

You proceed, Mr. Homer. 

Mr. Homer. Well, I was discussing the question of the directors 
with other affiliations, and that we had felt that that was not good, 
not a good thing for Bethlehem, and I will continue. 

Accordingly 

Senator O’Manoney. Mr. Chairman, may I interrupt the witness 
for just a moment ? 

Senator Keravuver. Senator O’Mahoney. 

Senator O’Manoney. I wanted to ask Mr. Homer if he would be 
good enough to give us the citation to this book of Professor Vance, 
whom you quoted earlier in your paper. 

Mr. Homer. It is a monograph entitled, “Functional Directors and 
Corporate Performance in the Large Industrial Enterprises.” 

I think it was published in December 1955, and by Prof. Stanley 
Vance. 

He was then of the School of Business Administration of the Uni- 
versity of Massachusetts. 

I think at the present time he is dean of the School of Business Ad- 
ministration of Kent State College at Kent, Ohio. 

Senator O’Manoney. Thank you very much. 

I want to get a copy of that monograph. 

Senator Kerauver. Mr. Homer, it is 12:15. Shall we proceed un- 
til 12: 30, and then recess until 2:30 this afternoon, instead of 2? 

Mr. Homer. All right, Mr. Chairman. 

Accordingly, even if it were felt advisable that a majority at least 
of the directors of Bethlehem be not otherwise employed by or asso- 
ciated with it, Bethlehem stockholders might well have considerable 
difficulty in finding satisfactory persons to act as directors. 

It would be extremely difficult in the case of Bethlehem for it to 
find persons who would be available as directors, and who had the 
competence and experience required for that position and who, at the 
same time, did not have any other conflicting interests. 

In that connection, it should be noted that the Federal Trade Com- 
mission apparently takes the view that two companies are inter- 
locked if a director of each of them, not the same person, is on a board 
of a third company. 
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So, to avoid criticism from the Commission, one must consider not 
only the other business interests of a prospective director, but the 
business interests of all the members of each board of which he is a 
member. 

This is obviously pretty nearly an endless chain. 

The American Institute of Management’s basic criticism of an in- 
side board is that inside directors must necessarily vote on matters 
affecting their own interests, particularly as related to their com- 
pensation. 

Bethlehem does not have that problem. In 1931 the stockholders 
of Bethlehem fixed a ceiling, 8 percent of net earnings on the aggre- 
gate amount of incentive compensation payable to the top manage- 
ment. 

In 1936 and continuing down to date, the precise amount of the 
aggregate of the incentive compensation payable to the directors has 
been fixed by the stockholders in the certificate of incorporation of the 
company. 

The theory on which the Bethlehem special incentive compensation 
fund was established in 1936, which same theory was continued when 
the special incentive compensation plan was substituted in January 
1957, is that the interests of the directors are thereby made to parallel 
the interests of the stockholders. 

The American Institute of Management makes the suggestion that 
it is improper to have the incentive compensation of the directors tied 
to the dividends paid to stockholders, the implication being that the 
directors have paid larger dividends than would otherwise have been 
proper for it to pay. 

Such suggestion seems entirely without merit, at least in the absence 
of anything to indicate that Bethlehem’s financial position or credit 
standing or ability to function has been hurt by the declaration of 
dividends which have been inordinately large. 

Senator Keravuver. Mr. Homer, would you allow a question at that 
point ¢ 

Mr. Homer. Certainly. 

Senator Keravuver. According to the information we have, in 1954 
Bethlehem’s net income was $1 million, in round figures, less than it 
was in 1953, and yet Bethlehem paid to the officers directors, with the 
approval of the stockholders, $1 million more than in 1953. In 1956, 
the net income of the corporation was $18 million less than in 1955, 
and yet the directors were paid nearly $1 million more than they were 
in 1955. 

Mr. Homer. Well, that is because our incentive compensation plan, 
Mr. Chairman, is based on dividends paid. 

Senator Kerauver. Who determines the amount of dividends? 

Mr. Homer. Well, the directors determine the amount of dividends. 

Senator Keravuver. And they are the officers who receive the incen- 
tive payments. 

Mr. Homer. Well, as I am trying to explain here, if you would let 
me complete my statement as to what is in back of this—— 

Senator Keravver. I would just like to get 





Mr. Homer. I can, perhaps, answer what you are asking me in a 
better way than just sort of letting it come in piecemeal without the- 
proper background. 
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Senator Kerauver. Just a simple question: Who determines the 
amount of dividends? 

Mr. Homer. Well now, that is quite a different kind of a question 
than you started out to ask, in my opinion. The determination of 
dividends takes into consideration many, many factors. 

Senator Keravver. I know that, but who votes on it? Who decides 
that, Mr. Homer ? 

Mr. Homer. The directors. 

Senator Keravuver. That is all. 

Mr. Homer. May I proceed ¢ 

Senator Keravuver. Yes. 

Senator Dirxsen. After lunch, of course, Mr. Homer, I shall ask 
what Uncle Sam gets out of this. The more you vote yourself, the 
higher the bracket, and the more dribbles into the Federal Treasury, so 
I will not bother you about it now, but I think after lunch that becomes 
avery proper subject to explore, and I merely wanted you to think 
about it. 

Mr. Homer. I will be very glad to give some figures on that, to show 
what has happened. 

Senator Kerauver. You proceed, Mr. Homer. 

Mr. Homer. The theory on which the Bethlehem special incentive 
compensation fund was established in 1936—I believe I have already 
read this, so I will skip that. 

The fact is that Bethlehem’s pay out, that is, the percentage of net 
rarbssy paid out as dividends, has been lower in recent years than 
many financial analysts and other people have thought proper. 

For the 6-year period, from 1951 through 1956, Bethlehem paid out 
38 percent of its earnings as dividends, whereas the other 7 out of the 8 
largest steel companies paid out approximately 43 percent. 

The Department of eas figures on the pay out of all corpo- 
rations indicate a 63-percent pay out, and the Dow Jones average of 
30 leading stocks shows a pay out of 62 percent. 

It is sometimes said that a corporation needs outside directors in 
order to have available to it disinterested advice in such fields as 
financing, public relations, marketing, and other matters. 

Bethlehem feels it is much better off by having advice in those and 
other fields available to it by persons who are not on its board of 
directors. 

It frequently avails itself of the advice of disinterested experts who 
are not employed by it, and feels very strongly that it has more expert 
consultants and advisers available to it than it would have if it had 
a limited number of so-called outside experts on its board of directors. 

Full information with regard to the remuneration paid by Bethle- 
hem Steel Corp. and its subsidiaries to its directors has been filed 
with the Securities and Exchange Commission each year for many 
years, and has been reported to the stockholders in the annual proxy 
statements. 


The figures are not confidential. As was stated in the proxy state- 
ment for the annual meeting of the stockholders which was held in 
April 1957, the aggregate remuneration paid during 1956 to the direc- 
tors was $6,566,327. 

That amount was about three-quarters of 1 percent of Bethlehem’s 
total direct-employment costs in 1956. 
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It was less than three-tenths of 1 percent of our total billings in 
that year, and about 2 percent of our total earnings before taxes. 

Compensation of the directors of Bethlehem has not only been 
reported to its stockholders annually, but the stockholders have 
overwhelmingly approved the payments. 

In the last 15 years, one or more stockholders. have ee reso- 
lutions at at least 8 annual meetings proposing a reduction in or a 
limitation on the amounts of special incentive to be paid to directors. 

Those resolutions have been overwhelmingly defeated by the stock- 
holders, by percentages ranging from approximately 90 to 95 percent 
of the shares voted. 

These overwhelming approvals by stockholders were, it must be 
noted, after full disclosure of the facts had been made in accordance 
with the regulations of the Securities and Exchange Commission, 
and with each stockholder voting by written ballot on which he could 
vote yes or no. 

The Bethlehem management is proud of its incentive compensation 
principle. It thinks that it has worked. The best proof of that is 
that Bethlehem started in 1905 as a very small and insignificant 
company with an ingot capacity of less than 213,000 tons, or less than 
1 percent of the industry’s capacity, and has grown to a large, inte- 
grated company with a capacity of 20,500,000 tons, or 15.4 percent 
of the industry’s present capacity. 

At the time that Mr. C. M. Schwab organized Bethlehem around 
1905, he was familiar with the incentive system as developed by 
Andrew Carnegie, for whom he had formerly worked. 

Many years ago, Mr. Schwab made the remark that Mr. Carnegie 
was a Scotchman who did not believe in giving away moneys in his 
business dealings, at least, and yet when he was the controlling owner 
of the Carnegie Steel Co., he was so thoroughly convinced of the 
vaiue of incentives that he employed an incentive system under which 
Mr. Schwab made more than $1 million a year in the 1890's. 

Accordingly, when Mr. Schwab organized Bethlehem, he estab- 
lished a policy which has been followed, so far as practicable, since 
his time, of applying in every department of Bethlehem’s activities 
the principle that compensation should be dependent upon results 
accomplished. 

Mr. Schwab himself never participated directly or indirectly in 
the payments made under any Bethlehem incentive compensation 
system. 

For many years, the majority of the board of directors of Bethlehem 
were so-called outside directors, all of whom were outstanding men 
of affairs, and most of whom represented fairly substantial stock- 
holders. They knew and approved our incentive compensation sys- 
tem. During those years, the incentive compensation payments made 
by Bethlehem were substantial. 

The application of the incentive compensation principle in the var- 
ious divisions of Bethlehem’s business varies, of course, according to 
the character of the service and the basis of compensation. In the 
case of foremen and shop superintendents, incentive payments are 
usually based either upon savings effected in costs below established 
goals, or upon profits made in their respective operations. In the 
case of directors and principal officers, incentive payments were for 
many years based upon net earnings. 
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In 1935, after the passage of the Securities Act of 1933, most of the 
outside directors resigned because at that time Bethlehem was doing 
some public financing, and the outside directors did not like the lia- 
bility provisions of the act. 

The management recognized that since there were no longer a num- 
ber of outside directors on the board to approve the compensation 
paid to the management, the situation held possibilities of criticism 
from stockholders. 

It seemed to the management that it was desirable to have the stock- 
holders themselves fix the aggregate of the incentive compensation to 
be paid the top executives. 

f verte 9 in 1936, the stockholders provided a special incentive 
compensation fund, to which was paid each year 5 percent of net in- 
come, after certain deductions, and provided that there should be paid 
out of such fund to the executives an amount equal to 634 percent of 
each cash dividend thereafter paid upon the common stock. 

In January 1957 the stockholders amended the certificate of incor- 
poration of Bethlehem, effective immediately, so as to reduce the per- 
centage of the aggregate amount of each cash dividend upon the 
common stock that would be paid to the executives, from 624 percent 
to 6 percent in 1957, 514 percent in 1958, and 5 percent in 1959 and 
subsequent years, 

At the same meeting, the stockholders amended the certificate of 
incorporation so as to provide that the directors might increase the 
number of directors from 15 to not more than 21. 

In April 1957, six additional directors were elected, and the num- 
ber is now 21. 

Last month the stockholders further amended the certificate of in- 
corporation so as to reduce the amount of such percentage to 414 per- 
cent, effective immediately. 

Although the dollar amounts that were paid in 1956 to the Bethle- 
hem executives seem large, its incentive system was not designed to 
measure the value of the services rendered in any 1 year. 

The system was designed, and it has been administered, as an in- 
ducement to executives to devote their entire attention to Bethlehem, 
and promote its interests. 

None of the executives has any other business activities or is even 
a director of any other corporation. 

In the case of many of the executives who received incentive com- 
oe o last year, the rates of their incentive payments were estab- 

ished more than 10 years ago. 

From 1932 to 1939, the incentive compensation, in addition to nomi- 
nal salary paid to 14 or 15 executives, was zero in some years, and 
for the whole period was less than $1,700,000. 

From 1932 to 1956, the yearly incentive payments ranged from 
zero to $5,491,000, and averaged about $1,460,000. 

It was distributed to about 14 or 15 persons, making an average 
incentive pay for the 25 years of about $98,000 per person, before 
taxes, 

In the case of most of the persons who received these payments, they 
were regarded as a reward for services performed by them over the 
entire period of 25 years, or more, during which they were working 
to build Bethlehem. 
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They were not regarded as compensation for the services rendered 
in any particular year. 

Further evidence of the fact that the Bethlehem incentive system 
has worked is that although the compensation paid to the very to 
executives in recent years has admittedly been larger than that pai 
to their opposite numbers in other companies in the industry, the 
total administrative, selling, and total expense of Bethlehem is ap- 
proximately 3.3 percent of its revenue. 

Senator Kerauver. Mr. Homer, may I inquire, how long is your 
statement ? 

Mr. Homer. One more paragraph. 

Senator Keravver. All right, sir. 

Mr. Homer. A figure which is 3.3 percent of its revenue, a figure 
which is lower than the comparable figure for the largest company 
of the industry, and one which compares quite favorably with all 
industry in general. 

As hereinbefore stated, the Bethlehem incentive system was de- 
signed many years ago, to make the interests of the executives iden- 
tical, as much as possible, with that of the stockholders. 

That it has benefited the stockholders is indicated by the fact that 
in 1936 the market value of a share of Bethlehem common stock was 
less than $50, and that at the present time each share then held, taking 
into account stock splits, is worth over $500. 

In that same period the holder of such a share received dividends 
aggregating more than $195. 

t is interesting to note that in 1936 the average hourly earnings 
of the Bethlehem employees was 74.6 cents per hour, and that in the 
second quarter of 1957 it was $2.93. 

That completes my statement. 

Senator Kerauver. We will stand in recess now until 2:30 this 
afternoon. 

(The subcommittee recessed at 12:30 p. m., to reconvene at 2:30 
p. m., of the same day.) 


AFTERNOON SESSION 


Senator Kerauver. The meeting will come to order. Have you 
completed your statement, Mr. Homer ? 

r. Homer. Not entirely, Senator Kefauver. I would like to sum- 
marize just a bit because I was not quite able to do that this morning. 

Senator Keravver. All right, sir, you proceed. 

Mr. Homer. It will just take me a moment. 

I would like to try to summarize some of the important points made 
this morning regarding the American Institute of Management’s 
report. 

The first item I would like to comment on is that in appraising 
the efficiency of the management of Bethlehem’s affairs, the board of 
directors, the American Management Institute gives Bethlehem the 
highest rating. Certainly, we have no objection to that. 

Second, the American Management Institute has apparently gotten 
the erroneous impression that the amounts of incentive compensation 
paid to Bethlehem executives are determined by the executives them- 
selves and at an unreasonably high rate. The fact is the stockholders 
in the certificate of incorporation of Bethlehem have decided that the 
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total. amount of incentive compensation paid to all of the officer- 
directors shall be a percentage of money dividends paid to Beth- 
lehem’s stockholders. And from 1936 through 1956, the per- 
centage was 624 percent; and in January 1957 the percentage was 
reduced to 6 percent for that year, and was to be 5.5 percent for 1958 
and 5 percent in 1959 and thereafter. 

Last month the stockholders reduced the percentage to 4.5 percent 
effective immediately. 

The reductions in percentages were made primarily because the 
number of outstanding common shares of Bethlehem was increasing, 
so that the aggregate of common dividends was increasing somewhat 
more rapidly than the dividends per share. 

After determining the percentage of the aggregate common divi- 
dends that was to be paid to Bethlehem director-oflicers, the stock- 
holders left to the directors the question of what the amount of com- 
mon dividends would be. The stockholders wanted the directors to 
have the same personal interest in the amount of the dividends that 
the stockholders had. 

As you know, after a company’s net earnings are determined, the 
question arises as to how much of the earnings shall be paid as com- 
mon dividends and how much shall be retained in the company to be 
invested for new equipment, to improve efficiency and increase 
capacity. 

The stockholders usually favor a high payout, but they leave to 
the directors the question of just how important and how costly it 
will be to increase the company’s efficiency by retaining earnings in 
the company and investing them in more efficient facilities. 

If Bethlehem’s directors had been primarily interested in getting 
high incentive payments, they would have ae out a high percentage 
of earnings, and the stockholders generally, we assume, would have 
been very much pleased. But the Dow Jones report indicates that 
of 30 representative industrial companies, there was paid out an aver- 
age of 62 percent of earnings, and the Department of Commerce 
reports that the average payout of all corporations was 63. percent. 

I think it is important to note here that Bethlehem’s payout was 
only 38 percent. Though on the basis of the company’s earnings and 
payout performance, the incentives were higher in some years than 
in others, the fact is that from 1932 to 1956 the total incentive pay- 
ments to all director-officers averaged $1,460,000 a year. And when 
this was distributed to the 14 or 15 officer-directors, the average 
annual payments to each of such directors was $98,000 per persen 
before taxes. 

I think that concludes, Mr. Chairman, my statement on the—— 

Senator Kerauver. I did not understand that figure of $98,000 
before taxes. 

Mr. Homer. That was the average for the period. 

Senator Kerauver. What period ? 

Mr. Homer. Received by each person. 

Senator Kerauver. You mean over the entire period ? 

Mr. Homer. For that period. 

Senator Kerauver. You mean over the entire period they have been 
with that company ? 

Mr. Homer. No. For the period 1932-56. I will repeat that. 
The total incentive payments to all director-officers averaged $1,- 
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460,000, but when that was distributed to 14 or 15 officer-directors, 
the average annual payment to each of such directors was $98,000 
per person before taxes. 

Senator Kerauver. Of course, that included quite a number of 
years when the company was losing money during the depression? 

Mr. Homer. Well, yes, but it includes su stantially the same over- 
all period that, I believe, you quoted some figures on. 

Senator Keravuver. According to the record I have, you lost money 
in 1932, 1933 

Mr. Homer. I am sure you understand when we did not pay any 
dividends, we did not get any incentive compensation. 

Senator Kerauver. But is there any dispute that the average pay- 
ment for the 15 director-officers in 1956 in the way of salary plus 
bonus, not including the pension, was $438,000 ? 

Mr. Homer. Well, we have.not had the opportunity to check those 
figures, Senator. We would be glad todoso. We will let you know. 

Senator Keravver. They have been furnished to you, and these 
figures were taken from the SEC reports. The staff has added them 
together and divided them by 15, and that is the average that they 
come up with. 

I think it might be well for me to make a statement, and then I 
know Senator Dirksen has some questions to ask. 

To me, this has an important relationship in connection with the 
problem of inflation and high prices. Both Mr. Blough and the 
other United States Steel officials emphasized it, perhaps even more 
than you have. They put the burden for the increase in the price of 
steel, and also the previous increases, on the higher amount paid to 
the steelworkers under the steelworkers’ contract. 

It seemed to me that one of the direct causes of this current 
inflation is the increased price of steel. Of course it is true that a 
substantial part of it is undoubtedly due to the increase in the amount 
paid to the steelworkers. But with officers of a steel company re- 
ceiving such substantial compensation—an average of $438,000 last 
year for 15 officials—that is a challenge and a red flag to labor unions 
and to individual laborers to seek and to get all oa can. It seems 
to me, Mr. Homer, it is difficult for you to expect them to hold the 
line when your salaries and bonuses are in the area that you have 
described here today. 

What do you say to that? 

Mr. Homer. Well, the amount of administrative, sales, and general 
expense that Bethlehem has runs about 3.3 percent of the total costs, 
and that is generally below, as I outlined this morning, what some 
of the important companies in the steel industry have. 

And also, the amount paid out to the directors in compensation 
aggregate remuneration, is only about three-fourths of 1 percent of 
Bethlehem’s total direct employment costs, which is a very small 
figure when you consider that the total employment costs run maybe 
37, 38 percent of our total costs, and the effect of the small amount 
paid to the director-officers has very little effect on the overall situa- 
tion regarding costs, and practically nothing when you consider rela- 
tively that the 3.3 percent for the total administrative, sales, and 
general expense is below the usual amount or expected amount for 
that particular thing. 
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So that the inflation effect is negligible in the overall cost picture. 

Senator Kerauver. Yes, I realize it may not be a substantial per- 
centage, but I am thinking about what the labor union and the 
workers must have in mind when they are trying to get a number 
of cents per hour increase—which is in turn going to increase the 
price of steel—when they see 15 officials getting an average of 
$438,000 a year. 

Mr. Homer. Well, it probably does look a little high from that 
standpoint, but I think I have explained to you that this incentive 
compensation system is one that has been in effect for a long time, 
and it is not necessarily a payment for services rendered in any 1 
year. It may be over a period of 25 years, and to just take 1 high 

ear out of the total and say that is out of line is not taking a good 
ook at the incentive compensation system or what its purpose is, 
which is the building of the company through increased earnings and 
in increasing the capacity and production of the company in which 
the stockholders will benefit, and also the employees will benefit 
through more employment and increased earnings to them. 

And so, if you go back over a long period of time and analyze this, 
why, it certainly is not out of line, in our opinion, at all. 

We feel that the incentive system that has been in effect at Bethle- 
hem is well worthwhile, and has accomplished results that you would 
not have been able to accomplish otherwise, which, therefore, results 
in benefits to everyone concerned. 

We have, as you know, not only the costs of labor, but we have the 
costs of material and we have also the question of the stockholders’ 
interest, and then the preservation of our proper relationship in earn- 
ings with others in industry, all of that to maintain. 


It is a competition, you might say, between many different factions, 
many different parts of the industrial enterprise in this country. 
You take the stockholder. Naturally he is competing for as much 
of the production of the enterprise or the een in the enter- 
1 


prise, just as labor is trying to compete for their share of it, and the 
customer in his behalf is trying to get better products, trying to get 
them at lower prices. 

And so, as we go along, our whole operation is under a continuous 
competitive pressure from all of these different places. 

Now, in the light of that, our objective is to have all of them benefit 
as much as we possibly can, and the overall performance of the com- 
pany is a direct reflection of whether we are accomplishing those 
things, and the amount that we pay in dividends is a direct reflection 
of that. And, therefore, if we, under our incentive system, can per- 
form well and improve and expand the company, then everyone is 
benefiting. 

And I think if you look back over a period of years in benefits, you 
will probably see that in the long run, all factors have benefited. pretty 
much in the same amount, relatively. 

So that I do not see that there is any particular criticism that can be 
made against the Bethlehem system, except that in 1 or 2 years you 
mee possibly run into a period of high dividends which would 
perhaps look as if there was a little too much at that one particular 

ear. 
. But if we spread it out over the period and average it out, which is 
the real purpose of it, not in any 1 year, I think you have got a 
fairly good result of it. 
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Senator Keravuver. Mr. Homer, I know that when Mr. Blough and 
his colleagues were here, a good deal was said, as is always said in con- 
nection with matters of this kind, about the percentage of increase in 
labor costs. So I am wondering if you do not think it is rather diffi- 
cult to argue that labor should hold the line when the percentage of 
increase of your officer-directors, has been as high as it has. 

I assume these figures are correct, but reading from page 3 of this 
American Management Institute report, for the 5 years 1952 through 
1956, 15 Bethlehem director-officers received salaries and bonuses 
totaling $24 million. The 3 top officers received about $7,500,000. 
Compensation of directors rose about 33 percent for 1954, nearly 21 
percent in 1955, and nearly 16 percent in 1956. Net profits declined 
nearly 1 percent in 1954, increased more than 35 percent in 1955, and 
declined more than 10 percent in 1956. 

So what are they to think when they see this total for 3 years of 
33 percent, 21 percent, and 16 percent: Do you not think that is rather 
a bad example to set for the workingmen ? 

Mr. Homer. Well, you speak of all these large increases so far as 
compensation is concerned, but when you relate it to the total, it is 
only—the total A., S., and G., or administrative, sales, and general, 
it is only 3.3 percent. 

Now, it has been about the same for a long time, and it hardly is 
borne out that this increase results in any appreciable increase in the 
overall situation. 

So that I think in relation to large increases in labor costs or in 
material costs, why, it is immaterial in the total picture, so far as any 
inflationary effect is concerned. 

Senator Keravuver. I was taiking about the psychological effect of 
trying to get the workers to hold the line in asking for wage in- 
creases during a period of inflation. 

Mr. Homer. Well, I doubt very much if the union takes into con- 
sideration the salaries of the officers or the earnings of the officers of 
any companies in their negotiations for wages. I do not think that 
has any bearing on it at all. 

Senator Keravuver. As I figure these 3 years, 21 percent, 16 percent, 
and 33 percent add up to a pretty substantial increase. 

Mr. Homer. Well, I know, but you can—it is like comparing ap- 
ples with pears. What is it in dollars in the total, overall picture? 
That is what is important when you are talking about the inflationary 
effect, and certainly the inflationary effect of the large increases in 
wages paid to the employees is much greater when you think of 37 
percent plus all the incidentals that go with it, as against only 3.3 
percent on the other hand. 

Senator Keravuver. In the hearings that we had with United 
States Steel, the Fortune directory of largest corporations was put 
into the record. According to that, in the listing of the 500 largest 
industrial corporations in sales, Bethlehem came 11th. In assets, 
Bethlehem comes 11th. And in net profits, Bethlehem comes 11th. 

In sales, the listing is General Motors, Standard Oil, Ford, United 
States Steel, General Electric, Socony Mobiloil, Chrysler, Swift, 
Western Electric, Gulf Oil, and Bethlehem Steel. But of the 18 
highest paid men, Bethlehem has 11, General Motors has 3, Ford 2, the 
rest of the companies 1. 

Does that strike you as unusual, Mr. Homer ? 
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Mr. Homer. Not necessarily, because you still are not excessive in 
your total administrative, sales and general expense. It certainly is 
not inflationary. If you have no change in your percentage figure 
and you are under the rest of the important members in the industry, 
I cannot see that it has any inflationary effect at all, if your percent- 
age is kept under what your competitors are or under what is 
normally expected. 

Senator Kerauver. Mr. Homer, you did have 15 director-officers. 
You now have 21. Do you have a resident counsel for the company ? 

Mr. Homer. I beg pardon ? 

Senator Kerauver. Do you have a resident attorney 

Mr. Homer. No. 

Senator Keravuver (continuing). Who devotes all of his time to the 
company ¢ 

Mr. Homer. No. 

Senator Kerauver. Do you have the head of a legal department ? 

Mr. Homer. Well, we have a secretary’s office, and there are some 
jawyers in that office which handle some of our daily legal work. 

Is that what you mean? 

Senator Kerauver. Yes, sir. Who is your highest paid lawyer in 
your legal department ? 

Mr. Homer. Well, I guess probably the chairman of our finance 
committee, who is a lawyer, Mr. McMath, is probably the highest one. 

Senator Keravver. Is he a director? 

Mr. Homer. Yes. 

Senator Keravver. Who is the active house lawyer in your organi- 
zation? I do not mean Cravath, Swaine & Moore. I mean the man 
who handles your routine legal matters. 

Mr. Homer. I would say Mr. Broeker, our secretary. 

Senator Keravuver. Is Mr. Broeker a director and officer? 

Mr. Homer. Yes. 

Senator Kerauver. You have just been made one, Mr. Broeker, I 
believe ? 

Mr. Brorexer. Last spring. 

Senator Kerauver. What was your salary before you were made a 
director-officer ? 

Mr. Broexer. I say I really do not know the exact amount. Some- 
where around $75,000 a year. 

Senator Keravuver. Did you get a bonus at that time? 

Mr. Broexer. Well, part of my compensation was on an incentive 
basis. Mr. Homer said this morning practically everybody who 
works for Bethlehem gets some of his compensation on an incentive 
basis. 

Senator Kerauver. But you were not in this 15 or 21 group until 
recently ¢ 

Mr. Broexer. That is right. 

Senator Keravuver. Now that you are in the 15 or 21 group, how 
much bonus are you going to get ? 

Mr. Broexer. I do not know, Senator. I am not on the committee 
of the board that apportions that. And until they apportion it—the 
incentive is paid cane when a money dividend is paid, and until the 
committee apportions it, I do not know what I am going to get. 

Senator Keravuver. Mr. Homer, who apportions the amount of this 
special fund that the officer-directors receive ? 
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Mr. Homer. Well, by direction of the stockholders, a committee is 
appointed which has to do with the apportioning of the others except 
themselves. 

Senator Kreravuver. I did not understand that, sir. 

Mr. Homer. The stockholders direct that a committee be appointed, 
and the committee has the power of deciding what the apportionment 
is of the total for all of the directors other than themselves. 

Senator Kerauver. Who is the committee that decides what the 
apportionment shall be? 

fr. Homer. You mean the names of the committee ? 

Senator Kerauver. Yes. 

Mr. Homer. The present committee ? 

Senator Kerauver. Yes, sir. 

Mr. Homer. Myself, Mr. McMath, and Mr. Berkeley. 

Senator Keravuver. Then all three of you are officer-directors? 

Mr. Homer. That is right. 

Senator Kerauver. Who represents the stockholders when that 
apportionment is made? 

r. Homer. The directors as a whole. The directors as a whole 
determine the amounts paid to the members of the committee. 

Senator Keravuver. That is by virtue of the proxies that are sent 
in by the stockholders ? 

Mr. Homer. No, no. The plan designates that a committee will be 
established, isn’t that correct, Mr. Broeker? No. 

The committee is set up by the board and it determines the amount 
to be allocated within the total that is determined by the stockholders, 
the percentage determined by the stockholders. 

The stockholders determine the total amount percentage. 

Senator Keravuver. Which is now 4.5 percent ? 

Mr. Homer. Which is 4.5 percent of the dividends paid. That re- 
sults in asum of money which it is mandatory on the board of directors 
to distribute to those who are entitled to participate. 

The basis on which the participation takes place is handled by a 
committee of the directors, three, that I mentioned. Those three de- 
termine what the participation shall be for the directors other than 
themselves. And the board of directors as a whole, other than those 
three, determines the participation of those three. 

Senator Kerauver. Mr. Homer, the plan you talk about is in the 
proxy statement, is that correct? 

Mr. Homer. Well, the plan is in the certificate of incorporation. 

Senator Kreravuver. That is set forth in the proxy statement ? 

Mr. Homer. It is probably quoted in the proxy statement. Article 
10, I think it is, of the certificate of incorporation. 

Senator Keravver. This plan that is in the proxy statement as to 
the amount of the percentage of the fund and the stock option plan 
originates with whom? With the directors? Who prepares this state- 
ment that you send out to the stockholders ? 

Mr. Homer. Well, that is prepared in the secretary’s office. 

Senator Keravver. That is prepared by management, is it not ? 

Mr. Homer. Yes, I suppose that is what you would call it. 

pennter Keravver. It is sent out by management to the stockhold- 
ers ? 

Mr. Homer. That is right. 
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Senator Kerauver. Then the stockholders approve it or reject it? 

Mr. Homer. That is right. 

Senator Keravver. Is that it? I notice the front page of this 
8-page statement to the stockholders states: 

If you do not expect to be present at the above-mentioned meeting, please date 
and sign the enclosed form of proxy, and mail it promptly in the enclosed 


envelope. The prompt return of proxies will save the corporation the expense of 
further request for proxies in order to insure a quorum. 


We asked for a copy of the little notice that you sent out. Did you 
have one? 

Mr. Brorxker. I did not have one with me, Senator. I sent for them 
and I will have theni here tomorrow morning. 

Senator Krravver. Is it just a little slip naming somebody as an 
agent or proxy holder to act for the stockholder ? 

Mr. Brorxer. It is a proxy, Senator, in what has gotten to be the 
customary corporate form of proxy under the regulations of the 
Securities and Exchange Commission. The proxy appoints certain 
people to represent the stockholder at the meeting. And on any spe- 
cific questions that are coming up, such as, in this proxy statement, the 
stock option plan, there is provision on the form of proxy, as the SEC 
requires, so that the stockholder can vote either yes or no. And 
those proxies are voted as the stockholder directs, so it is not—like 
there may have been 30 years ago—a blanket form of proxy authoriz- 
ing the people named to do anything. The stockholder directs 
whether it should be yes or no on the specific questions that are set 
forth in there. 

peer Kerauver. Who are the people who were named in the 
proxy 

Mr. Brorker. The people that were named in this proxy were, in the 
form as it went out, Mr. Homer, Mr. Berkley, and Mr. McMath. 

Senator Kreravuver. Who picked those three men: Mr. Berkley, 
Mr. Homer, and Mr. McMath? 

Mr. Brorxer. The management. 

Senator Krerauver. Who was that, Mr. Homer, Mr. Berkeley and 
Mr. McMath? 

Mr. Brorxer. Yes. 

Senator Kerauver. Who prepared that? 

Mr. Broexer. Well, the preparation of this proxy statement and the 
form of proxy is part of the responsibilities of the secretary’s office, 
so I suppose I was as responsible as anybody for picking those three 
people. But some of the proxies come back, Senator, and if a partic- 
ular stockholder does not like to entrust his vote to those three people, 
he can—and a number of them do—draw a line through those names 
and write in any name he wants. And there are a number of proxies 
always voted in that form at every meeting. 

Senator Krrauver. That is inconsequential, though, is it not, sir? 

Mr. Broexer. You mean the number? 

Senator Kreravver. No. I mean striking out the names and putting 
some other names in. 

Mr. Broexer. It is the stockholder’s right if he wants to do it. 

Senator Keravver. I say, but the doing of that is rare and it is 
inconsequential ? 
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Mr. Brorker. It is inconsequential, Senator, in that even if he does 
not strike out the name, he directs how it is voted in the little squares 
where he says yes or no. And Mr. Homer and Mr. Berkley and Mr. 
McMath in the proxies that were voted at this meeting voted a number 
of shares against the proposal that the management recommended 
because the stockholders told them how to vote. 

Senator Keravver. Do you send out a letter or a pamphlet advising 
stockholders how they should vote? 

Mr. Broexer. This proxy statement, Senator, this is the require- 
ment of the SEC that it be in the proxy statement and this is it. 

Senator Keravuver. This does contain a recommendation ? 

Mr. Brorxer. Yes. 

Senator Kerauver. Where is the recommendation ? 

Mr. Broexer. Here. 

Senator Keravuver. Will you read it 

Mr. Brorxer. There are two in here. Well, for example, on the 
proposed amendment of article 10th relating to special incentive com- 
pensation on page 7 of the proxy statement about in the middle it 
says: 

The specific recommendation of the management is that such percentages now 
provided for in article 10th, 6 percent for the remainder of 1957, 5.5 percent for 
1958, and 5 percent thereafter, be reduced to 4.5 percent effective at once. 

Senator Krerauver. Yes; I see that recommendation. 

Now, where is the other recommendation ? 

Mr. Brorexer. At the top of page 2 it says: 

After careful study, the management has reached the conclusion that the 
corporation’s incentive compensation system, which is hereinafter described, can 
— should be improved by including as a part thereof a restricted stock option 
plan. 

Senator Keravuver. The stockholder’s option is either to accept or 
reject this, is that it, or to go to court? 

Mr. Brorxer. Yes. Like in any election, he can vote yes or no. 

Senator Kerauver. Did you disclose to your stockholders that you 
had been sued over this very thing ? 

Mr. Brorxer. I do not know what you refer to. 

Senator Keravver. In the Chancery Court of Delaware, Newcastle 
County, protesting against the size of the stock options. 

Mr. Brorxer. At the time this proxy statement was issued, Senator, 
there was no such suit. 

Senator Kerauver. Have you advised them of it afterward, before 
the vote was taken ? 

Mr. Brorxer. The lawyers for the plaintiff appeared at the stock- 
holders’ meeting and made a statement about that. 

Senator Krravuver. But all the proxies were in, weren’t they ? 

Mr. Brorker. Yes. 

Senator Krerauver. How did the stockholders learn about this suit, 
if they know now? Have you ever advised them about this suit? 

Mr. Brorxer. No, Senator, not officially ; no. 

Senator Keravuver. For the record, the title of the suit is Louis S. 
Nadler, et al. v. Donald 7. Aikenhead and all of the officers and direc- 
tors of the corporation, No. A—887 and 1-1957, Court of Chancery of 
the State of Delaware in and for Newcastle County. 

Has this suit been disposed of yet ? 
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Mr. Brorxer. No, Senator, that suit was started by service on Beth- 
lehem Steel Corp. a few days—I do not remember the exact date, 
but it was 3 or 4 days before the stockholders’ meeting, and the time 
for answer has not yet expired. 

Senator Keravuver. Mr. Homer, as a matter of practicability, you 
are a seasoned businessman, and I think we all know this to be true: 
that as a matter of practical control, with 44,731,108 shares of stock— 
that is the approximate amount, is it not—44 million ? 

Mr. Homer. It is nearer 45 million, Senator, at the present time, 
a little bit under 45 million. 

Senator Keravuver. With 45 million shares owned by more than 
100,000 people, is that not true / 

Mr. Homer. That is low. 

Senator Keravver. With a publicly owned corporation of that 
sort 

Mr. Homer. About 140,000. 

Senator Keravuver. Considering the fact that you officer-directors 
do own some stock, sending out a proxy of the recommendation of the 
management of eight small-type printed pages, there is no way in the 
world from a practical viewpoint that anything other than the recom- 
mendation of management would ever be voted by the stockholders? 

Mr. Homer. Well, that may be your observation. But on the other 
hand, every stockholder has the right to draw his own conclusion from 
the facts as presented that have the approval of the SEC, so that 
everything is disclosed properly that is required, and he has the right 
to vote yes or no. 

There is nothing mandatory about it as far as the stockholder is 
concerned to vote either way. He can exercise his own judgment or 
he does not have to vote at all if he does not want to. If he has no 
interest in it, he ‘does not send his proxy in. We have people who 
do that, too. 

Senator Kerauver. I know, being myself a small stockholder in a 
few little corporations, that I receive these proxies. Sometimes 
I look them over and usually just automatically go along with what 
management recommends. And is it not true also that the investment 
bankers who hold stocks on margin ordinarily vote with management ? 

Mr. Homer. Not necessarily. 

Senator Keravver. Did they ever vote against Bethlehem ? 

Mr. Homer. Yes; Mr. Broeker says he can answer that more 
specifically. 

Mr. Brorxer. Senator, as I understand it, the New York Stock 
Exchange has rules now that stock that is held in brokers’ names can- 
not be voted on certain issues without instructions from the stockhold- 
ers. And in the case of this particular meeting, that the proxy state- 
ment related to, the exchange issued a ruling that the brokers could 
not vote on those propositions without specific instruction. 

Senator Kerauver. You send out a lot of proxy statements like that, 
do you not? 

Mr. Brorxer. About 140,000, yes. 

Senator Kerauver. That is how many different people own stock? 

Mr. Brorxer. That is right. 

Senator Kerauver. And you have been sending them out over a 
period of many years for Bethlehem Steel ? 
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Mr. Brorxsr. Ever since the Securities and Exchange Commission 
required it some 20 years ago. 

Senator Kreravuver. Has not management always had an overwhelm- 
ing vote of approval of management’s program at the stockholders’ 
meeting ¢ 

Mr. Broexer. I think that is so, and Iam very glad. 

Mr. Homer. That is probably a very good indication, Senator, that 
the stockholders are quite well satisfied with the way the management 
has been running the affairs of the company. 

Senator Keravver. I think as long as stockholders get a reasonable 
dividend, they think that they are getting along all right. I expect 
that is usually « nbout as far as most of them go. 

Mr. Homer. As I stated earlier, when you look back over a period 
of time, as far as we are conc erned, we think as the value of our stocks 
increased from $50 up to $500 over not so long a period of time, a 
stockholder probably thinks he has been doing quite well, and why 
should he not have confidence in the management that has been able 
to do a job of that kind? And if they rec commend something, why, 
he is inclined, perhaps, to go along with the recommendation of the 
management. 

Senator Kerauver. Mr. Homer, do you think 

Mr. Homer. Of course, the final answer is, Senator, if the stock- 
holder does not like what the management is doing and he has no 
power to do anything about it or his ‘vote is not big enough, why, he 

can sell his stock and buy something that he is more f: \vorably inclined 
to go along with. 

Senator Keravuver. Yes, but he should not be put up to that alterna- 
tive, should he? 

Mr. Homer. Not unless he gets to the point where,he does not want 
to hang on. But we find it does not occur very often, and perhaps 
most of these people that seem to be objecting who vote against us 
are the last ones to let go of the stock. That is the way it usually 
works out; they like to hang on to it. 

Senator Kerauver. Mr. Homer, do you think there is any substance 
to this statement which I find has a bear ing on the matter we are dis- 
cussing on page 4 of the American Institute of Management’s survey ? 
That is in connection with the stockholder being satisfied : 

The increase in officer compensation during those 3 years, despite 2 drops in 
profits, results from the fact that bonuses are keyed to the amount of dividends, 
as we have pointed out. Thus, though net profits for 1954 were down from 
$134 million to nearly $133 million, the officer-directors increased the dividends 
from $1 per share to $1.44 per share, thereby increasing their own compensation 
$1,141,000. 

Again when the profits have dropped from $180 million in 1955 to $161 million 
in 1956, the divdend was increased from $1.81 to $2.125 cents per share. (See 
table 2.) This increased the officer-directors compensation from $5,613,000 to 
$6,499,000, a gain of $886,000. Of $6,499,000 in 1956, $5,491,000 was incentive 
compensation, 

Do you think there is anything to the idea that you paid higher 
dividends, even though you made less money in order to keep the 
stockholders happy, so that they would approve and continue to 
support management and the plans of management ? 

Mr. Homer. Well, naturally, we try to earn as fair a figure as we 


can to protect the interests of the stockholders. And if we feel that 
it is possible to improve on that due to earnings that are more favor- 
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able or anticipated conditions that look more favorable, or maybe in 
the past we have restrained paying out more dividends because we 
needed more money to put back into the business—all of those things 
come into the picture, and naturally we are working to try to improve 
the earnings from the standpoint of the stockholder as far as we can. 

But on the other hand, we feel that we cannot go too far with that 
because you have the balance again that I spoke of before, of all these 
competitive factors that come into the picture. And you cannot go 
beyond for one what you are doing for the other without getting 
into difficulties or reducing what the other one has. And we try to 
work out something that we feel is fair to all. 

Now, if we increase dividends, that is probably because we feel that 
the company is in a better financial situation, business is better, and 
that we can afford to pay out a little bit more of the earnings to the 
stockholder. 

You look back over the record and, as I quoted before, the amounts 
that we have paid out are not as high as some of the other averages, 
which would indicate that we have been quite restrained in connection 
with that. And if there is an implication being made here with all 
this discussion that we have the right to pay out anything that we 
want to pay out, 1 want to disabuse everybody’s mind of that because 
that is not the case, and we have to watch it very carefully. And what 
we have done has been in the interest of the stockholders. 

And as we have explained several times today, whatever increase is 
made in payments to the stockholders results under our compensation, 
our incentive compensation plan, in an additional amount being paid 
to the ofiicer-directors, which is the incentive that we have for im- 
proving the performance of the company and improving the earning 
capacity and improving the amounts that we are able to pay to the 
stockholder. 

Senator Keravuver. Ordinarily, Mr. Homer, what percentage of 
the 45 million shares is required to control the company at a stock- 
holders meeting ? 

Mr. Homer. A majority. 

Senator Krrauver. Do you need a majority, 23 million, in order to 
constitute a quorum ? 

Mr. Homer. A majority, yes. 

Senator Kerauver. What number of shares do the 21 officer-direc- 
tors have, approximately ? 

Mr. Homer. We have not the exact figures here, Senator Kefauver, 
but I would guess it would not be much more than 30,000 shares total. 

Senator Keravuver. Did any of the officer-directors ever vote against 
the plan of management in connection with these bonuses or incentive 
programs ? 

Mr. Homer. I do not know. I really do not know. Ido not know. 

Senator Kerrauver. You do not remember any of them voting 
against it ? 

Mr. Homer. I do not remember, and I do not know. 

Senator Krravuver. It would be rather unusual if they did, would 
it not, Mr. Homer ? 

Mr. Homer. Well, it might be, yes. 

Senator Keravuver. And there is 
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Mr. Homer. After all, if the directors feel that it is a desirable 
thing for the company, then probably they would vote in favor of it, 
if they were stockholders. 

If they voted in favor of it for the company, I have not any doubt 
they would vote for it if they were stockholders. 

Sei sti Keravver. As time goes on, under the option 

Mr. Homer. They might not agree as directors. They might be 
against it as directors, and they might possibly vote against it as 
shareholders. I donot know. 

Senator Kerauver. As time goes on, under the stock option pro- 
gram which was adopted and put into effect in September, you 21 
men will have even a larger say-so about the affairs of the company 
because of your increased ownership of stock, will you not? 

Mr. Homer. Well, it all depends upon whether they take up the 
options or not. They merely now have an option to buy at a certain 
price. There is no stock given to them. They have to purchase it. 

Senator Keravuver. The option is always 5 percent under the fair 
market price of what other people are paying ? 

Mr. Homer. Not necessarily, no. 

Senator Kerauver. At the time the option is granted, then, you 
pay 95 percent of the price at that time? 

r. Homer. Yes. But they cannot take up any of that stock for 
another 6 months, and that may or may not be the price in the market 
at that time. Noone knows. 

Senator Kerauver. The option is good for 10 years, as I understand 


it. 
Mr. Homer. That is right. 


Senator Keravuver. If you picked it up 10 years from now, you 
would have to pay 95 percent of what the price was as of the time 
you got the option ? 

Mr. Homer. That is right. 

Senator Kerauver. If it was worth 3 times that much, then you 
would pay one-third; and if you sold it, you have to pay your 25 
percent capital gain. 

Mr. Homer. That is right. 

Senator Keravuver. Just one final question: What does Mr. Aiken- 
head do? I see here he is listed as handling “treasury and stock 
transfer matters in New York, N. Y., subject to the supervision of 
the finance committee.” Then I see another treasurer, Mr. J. P. 
Bender, handling “treasury matters in Bethlehem, Pa., subject to 
supervision of the finance committee.” 

Mr. Aikenhead last year received $192,000. Mr. Bender received 
$254,000. Do you have two treasurers / 

Mr. Homer. Yes. One is the treasurer of the corporation, handles 
financial matters in connection with the corporation. The other is 
treasurer of the Bethlehem Steel Co. and subsidiaries. 

Senator Keravuver. Their functions are pretty much the same, re- 
gardless of how much steel Bethlehem is producing, are they not? 

Mr. Homer. Well, yes, their functions are the same regardless of 
the volume of business done, except that, of course, the volume of 
business done by their departments may vary with the volume of 
business done by the company. 

I am not quite sure what you are driving at. 





ADMINISTERED PRICES 591 


Senator Kerauver. This description—“Treasury and stock transfer 
matters in New York, N. Y., subject to the supervision of the finance 
committee”—I cannot see how that would be related to increasing or 
decreasing production. It would be a more or less routine job that 
Mr. Aikenhead has, would it not ? 

Mr. Homer. Increasing production? Of course, the treasurer has 
no direct responsibility in increasing production of steel. That comes 
under the operations of the vice president in charge of our steel plants. 
I do not quite follow you, Senator, on that. 

Senator Kerauver. I am just wondering. These incentives are 
given, as I understood it, to do a better job, to increase production, to 
enlarge the company, to lower the costs. I do not see how the in- 
centive made any particular difference in the work of these two men. 

Mr. Homer. Are you trying to imply that the treasurer of a com- 
pany has no responsibilities in connection with the proper 
operation 

Senator Keravuver. Oh, no; he has great responsibility. 

Mr. Homer (continuing). And therefore he should not be paid 
anything ¢ 

Senator Keravver. He has great responsibility. 

Mr. Homer. I do not know how we would get along without him, 
and it is the same way with all these other people. Each one is respon- 
sible for a certain department of the company and certain activities 
of the company, and all of those various activities are very important, 
and they all merge into one big, overall activity, with each one of these 
people responsible for certain phases of it. Every one is important 
to us. 

Senator Kerauver. Mr. Homer, the point I was trying to make is 
that Mr. Aikenhead here is listed as handling “treasury and stock 
transfer matters in New York subject to the supervision of the finance 
committee,” which would seem to indicate that his work would be 
about the same, regardless of whether production increased or 
decreased, or whether costs rose or costs went down. 

In other words, he sees about the transfer of stocks and has some 
treasury responsibilities. 

Mr. Homer. Well, that particular individual, Senator, deals with 
the banks in New York. He has under his jurisdiction the investment 
of large funds and the proper handling of them, and he is a responsible 
official who has a great responsibility in the financial end in protecting 
the assets that Bethlehem has. 

He also handles foreign credits, a very complicated situation many 
times, and he handles our stock transfers, and he is quite an important 
man in our organization. 

Senator Kerauver. I notice, Mr. Homer, that you people at Bethle- 
hem really recognize the importance of newspaper people and public 
relations men. You have a Mr. Joseph M. Larkin, who is vice presi- 
dent in charge of public relations. 

Mr. Homer. He is in charge of labor relations, too. 

Senator Krravuver. He gets $499,000 a year; $60,000 in salary and 
$439,000 in bonus. 

- Do you know of any higher paid publicity man or public relations 
man than he? 
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Mr. Homer. Well, this is labor relations, too, 

Senator Krravver. It is? 

Mr. Homer. He is in charge of all our public and labor relations. 

Senator Kerauver. Senator Dirksen, do you have some questions? 

Senator Dirksen. Mr. Homer, how long before either an annual 
meeting or a special meeting is the proxy notice mailed to the 
stockholders ? 

Mr. Homer. About 7 or 8 weeks, Senator Dirksen. 

Senator Dirxsen. In the form in which it appears here? 

Mr. Homer. Notice is sent out in the form of a proxy statement 
to the stockholders. 

Senator Dirxsen. So the stockholders will have 7 or 8 weeks in 
which to go through it and to read it, if they so desire ? 

Mr. Homer. That is correct. That is correct. 

Senator Drexsen. And to determine what they are going to do? 

Mr. Homer. That is correct. 

Senator Dirksen. This proxy statement, of course, is consonant 
with the requirements of the Securities and Exchange Commission 
with respect to disclosure of all material information ? 

Mr. Homer. That is right. It has to be submitted to them and 
approved by them. 

enator Dirksen. I notice on page 8 that there is set forth the name 
of every person, the capacity in which remuneration was received, 
and the aggregate remuneration, so that every stockholder who might 
be interested in what Mr. Aikenhead was getting or Mr. Bender or 
Mr. Berkeley or Mr. Brugler or Mr. Cort, could just pick this up— 
it is in reasonably good, big type, I can read it pretty well with 
bifocals—and he can tell what it contained. 

I have been wondering, after the proxy statement gets out, what 
the nature of your mail is as to type and volume from your stock- 
holders. 

I would assume some would sit down to their trusted typewriters 
or take their pen in hand and proceed to ventilate their opinions one 
way or another to management. Those are probably all canvassed, 
and you have a pretty fair idea of how the stockholders feel. 

Mr. Homer. That is correct. We get many letters from stockhold- 
ers. They are referred to Mr. Broeker, our secretary here, and we 
endeavor to reply to them, and sometimes we even consult with the 
stockholders about these matters, particularly some of the larger 
stockholders. 

I am advised that we have 200 to 300 letters, at least, out of maybe 
140,000 stockholders. We hear from them through letters. 

But some of the stockholders, of course, are institutional stockhold- 
ers or own large blocks of stock, and quite often we have a telephone 
call or we have a question raised by them, or they want to have some- 
body responsible talk with them about any of these matters here, and 
we are very glad to do so. 

The door is always open, and we try to tell them of our viewpoints 
on this, and take into consideration any objections that they may have 
or give them whatever information they desire. 

Senator Dmxsen. I would assume that out of more than 40 mil- 
lion shares, you have investment trusts, institutions of learning, col- 
leges, universities, and others who would be holders of Bethlehem 
stock. 
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Mr. Homer. Yes. 

Senator Dirxsen. I would assume also that since those investment 
trusts are managed by some rather competent people, when they get 
a proxy statement they take a pretty good look at it and are likely to 
take the floor if they do not like what it contains. 

Mr. Homer. Well, most of these investment trusts, as you know, 
have a very expert staff studying the performances of the companies 
that they own stocks of and have in their portfolios, and they are per- 
haps as well posted on the affairs of the company as even an officer 
of the company. 

They are almost, you might say, in continuous contact with our 
didpla and they w ‘ant to know details that the average stockholder 
perhaps is not particularly interested in. But we do get many re- 
quests from them for—well, they even come to the plants and they 
go through the plants. They like to inspect them to see what we are 
doing in connection with the facilities. They want to be sure that 
our maintenance is all right; and they are very careful, some of them, 
in their analysis of how we are doing. 

So that we feel that those people carry a great deal of weight in 
our deliberations, you might say, in connection with taking a step 
of this kind or any other ‘resolution we want to have go before the 
directors, and we want to know as much as we can about what their 
reaction is to it, and they have the same opportunity to talk over 
things with us; so that before the vote is taken, the stockholders have 
ample opportunity to ask questions and dise uss matters with us on 
these points. 

Senator DirxseN. I notice in this brochure which has been made 
a part of the record, which comes from the American Management 
Institute—and parenthetic ally, I trust we can get an amplified - report 
on this institute, what it is, who operates it, w hat their background is, 
and so forth, because I think as a matter of evidence it should be in 
the record. 

But I see on page 6 of that report this statement : 

Bethlehem’s entire board owns just 84,464 of these shares— 


6) 


meaning 41,734,000; and continuing the quote— 


or approximately two-tenths of 1 percent. Even this is distributed among 14 
of the 15 men, for 1 owned no stock at all in Bethlehem. 

That means, of course, that out of your directorate, according to this, 
you have one who owned no stoc k, so that he could not be thinking 
about voting himself a fancy share of the dividend. As for the rest 
of them, their aggregate was only two-tenths of 1 percent of all the 
outstanding common stock. 

Do you have in mind any kind of bracket breakdown of your stock- 
holders by number of shares held, how many are 100 shares or less, 
100 to 500, 500 to 1,000? Can you give us just some hint, at least, and 
then you can amplify that for the record ? 

Mr. Homer. We have not anything with us, Senator. We had a 
study made a few years ago in connection with that. We could look 
into ‘that again. I do not know whether it will be up to date, but it 
is quite a task to collect all that information. But we would be glad 
to look into that and furnish you what we can in connection with it. 

Senator Dirksen. If you can submit some approximate data in- 
dicating 
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Mr. Homer. The number of shareholders in certain groups as to the 
blocks of stock that they hold, that is, say, the small shareholder 
and the large shareholder, how many are in these various cate- 
gories 

Senator Dirksen. Yes. 

Mr. Homer (continuing). Of size? 

Senator Dirksen. That will give some idea of the views of your 
stockholders. 

Do employees participate in any stock-option plan ? 

Mr. Homer. Well, the present stock-option plan 

Senator Drr«sen. I am speaking of employees generally, the em- 
ployees who work in the mill. 

Mr. Homer. No. This present stock-option plan is for the manage- 
ment group. It is not confined to the Eratare This probably ex- 
tends to a group that might be 300 or 350 people who are manage- 
ment people. So that it is not stock-option plan applying only to 
the directors. It applies to many of our people all over the country 
in our activities. 

Senator Dirksen. It was testified when United States Steel was 
before the committee that they offered a stock-option plan to all of 
their employees, and that it was rejected, that they preferred to have 
supplementary unemployment compensation benefits. 

I think that is a correct statement of the testimony. 

Mr. Homer. I believe that is correct. I noted that, and I was aware 
of it, knew that that had taken place, at one time in the negotiations 
that had been discussed as a possible alternative to something else, but 
that the union had turned it down in favor of a guaranteed annual 
wage or something the equivalent of it. 

Senator Dirksen. I do not have in mind any of the details as to 
what was in the plan offered to United States Steel’s employees, but 
it was offered, according to the testimony of Mr. Blough, and it was 
rejected. Evidently they thought supplementary benefits would be 
preferable to a stock-option plan, and so I was curious to know 
whether a similar representation had been made to your employees. 

Mr. Homer. No, we had no such situation of that kind. It did not 
come up, as I recall, at any time in our own negotiations as an alterna- 
tive to what the union was proposing. 

Senator Dirksen. With respect to these stock-option benefits or 
stock-option rights, rather, to subscribe over a 10-year period, we like 
to think always, of course, in terms of profits and capital gains, but 
at that time your market was 497%, and today your market is 43. So 
if somebody had along the line complied with what is set out in the 
proxy statement, he may have taken a loss as well as a gain. 

Are you in a position to testify whether there were losses, whether 
there were stock splits since that time that made gains, or whether 
there were any net losses to people who exercised those options? 

Mr. Homer. Well, our sseelaation plan, Senator, has just been put 
into effect, and in fact it was the 18th of September, and at that time 
the price was established, which was $43, 

Now, under the conditions of the plan, and to satisfy the require- 
ments of the Internal Revenue people, you cannot exercise an option, 
even though you may have it, for a certain period of time, and in order 
to qualify under the capital-gains situation. 
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And, therefore, at the present time there have been no options taken 
up under our stock-option plan. 

Senator Dirxsen. Under that plan, how much stock was reserved 
for option, in terms of shares? 

Mr. Homer. Five hundred thousand shares a year, and that extended 
for 5 years. That works out for 5 years about 5 percent of the total. 

Senator Dirksen. That is five times as much as the entire holdings 
of the members of the board. I am just curious as to whether those 
options were exercised or not, because this Corporate Director brochure 
indicates that in 1956 the board in its entirety held an aggregate of 
84,000-plus shares. 

Mr. Homer. Well, the option agreements which have already been 
issued under the stock-option plan cover an aggregate of 413,600 shares 
of common stock, and there are 298 optionees. 

Senator Dirksen. I would assume, of course, that at your meeting 
on September 17 this matter was rather vigorously discussed. I would 
not know—I have never heard it reported—but I would assume, of 
course, it was discussed at the meeting. 

Mr. Honrer. It was. 

Senator Dirksen. That was the special meeting ? 

Mr. Homer. It was; yes. I do not know to what degree you might 
call it actively or vigorously, but it certainly was discussed by the 
people. 

Senator Dirksen. How many people usually attend? That was a 
special meeting—it was not an annual meeting—but what kind of 
representation of stockholders did you have that were personally 
present ? 


Mr. Homer. Not very large; maybe 20, 25, is all that we have at 
those meetings; not very largely attended by individuals, although 
we have the proxies from 65 percent of the total. 

Senator Dirksen. I see also by this brochure that— 


A minority resolution to put a ceiling on bonuses, also reported in the proxy 
statement, was overwhelmingly rejected. 

So evidently at the meeting on September 17 this matter was dis- 
cussed and the question was put as to whether the plan should be 
approved or rejected; and it was, according to this, overwhelmingly 
rejected. 

That is the foundation for the question I asked as to how much dis- 
cussion there was in this stockholders’ meeting at the time. 

Mr. Brorxer. Senator, I think that report was issued before this 
stockholders’ meeting. I think it is referred 

Senator Dirksen. Does this relate to some other stockholders’ meet- 
ing? 

Mr. Brorxker. I think that relates to the annual meeting last April, 
probably. 

Senator Dirksen. This is “paid themselves in 1956 on behalf of the 
stockholders.” 

Mr. Broexer. Well, that subject was discussed at the annual stock- 
holders’ meeting which we had in April. 

Senator Dirksen. This particular plan ? 

Mr. Broexer. No, not the stock option plan, but the amounts of the 
payments. 

Senator Dirxsen. Yes. 
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Mr. Brorxrer. As Mr. Homer said this morning, at least eight 
annual meetings the last few years, the question has come up, and a 
resolution has been voted on, and under the SEC regulations, with 
these “yes” and “no” ballots, and the resolutions have always been 
defeated by votes that range from 90 to 95 percent against the resolu- 
tion to limit these incentive payments. 

Senator Dirksen. So this is not an overnight matter. This goes 
back over a period of time. 

Mr. Brorxer. Many years. 

Senator Dirksen. One may reasonably assume from that, and the 
discussion, this thing was in an incubation stage for quite a long time. 

Mr. Brorxer. Yes. 

Senator Dirksen. Of course, I would like to think in fancy sums, 
too, even though I am not in that field by any means, but I can see 
the psychological difficulties ensuing from fancy figures appearing in 
the press and in magazines with respect to the remuneration of any 
one individual, no matter how talented he is and how much skillful 
direction he gives to a large enterprise, so that the stockholders get 
some profits and the men employ ed get a reasonably substantial wage, 
the business keeps going, and it keeps expanding and keeping abreast 
of new developments and new products. 

But, Mr. Homer, what about take-home pay? You know, Uncle 
Sam reaches into every Senator’s salary before he even gets his salary. 
When I get my check on the 1st day of the month, there is a little 
slip attached which says so much for withholding tax and so forth. 

Now, maybe you are not under withholding tax, but I am confident 
that the man whom I kindly refer to as “Mr. Whiskers,” but more 
affectionately as “Uncle Sam,” gets his hand on that paycheck. 

This committee has no authority to investigate your income-tax 
return. That would require a special dispensation. But I think if 
I were sitting where you are, I would just tell the country how much 
of that salary and whatever else your remuneration is, both in dol- 
lars and percentagewise, finally goes back to the United States Treas- 
ury to help run the multitudinous functions of this Government. 

Mr. Homer. I would be very glad to tell what my aggregate re- 
muneration, after deducting Federal taxes, Federal income taxes, was 
for the various years. I happen to have it here, and I think perhaps if 
I take the last, well, 6 years, starting with 1950. 

My aggregrate remuneration after deducting estimated Federal 
income taxes in 1950 was $112,000. 

Senator Drrrsen. Is that what you ended up with? That was your 
take-home pay ? 

Mr. Homer. That was my take-home. That is what I ended up with. 

Senator Dirxsen. Out of how much ? 

Mr. Homer. Out of $382,000, roughly. 

Senator Dirxsen. $382,000 gross, and your take-home pay was 
$112,000? 

Mr. Homer. $112,000. 

Tn 1951, the gross was $375,000; and I ended up with $85,000. 

Tn 1952, my gross was $375,000 again; and I ended up with $78,000, 
almost $79,000. 

Tt was the same in 1953. 

Tn 1954, my remuneration, aggregate, increased to $487,000; and I 
ended up with $96,000. 
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In 1955, my aggregate was $583,000 ; and I ended up with $105,000. 

In 1956, it was $669,000 in aggregate; and I ended up with $113,000. 

So for all of those 7 years, although my aggregate increased from 
$381,000 to $669,000, I ended up just about the same as where I was 
in take-home pay in 1950. 

Senator Dirksen. That puts you in what bracket? 

Mr. Homer. It put me up in the 91 percent bracket. 

Senator Dirksen. For domicile purposes, I suppose you report to 
some office in Pennsylvania, do you not ? 

Mr. Homer. That is right. 

Senator Dirksen. Is there a State income tax in Pennsylvania? 

Mr. Homer. No. 

Senator Dirksen. So this is only the Federal tax ? 

Mr. Homer. That is the Federal tax. 

Senator Dirksen. But that makes quite a hole in what might seem 
like a very, very fancy bit of remuneration, when we look at it in 
terms of take-home pay. 

Mr. Homer. Well, now that you are talking about that phase of it, 
I went back to 1940 to see what I was earning in 1940, and what the 
take-home pay was, and then I corrected it for the constant dollar, 
which takes into consideration the inflation which occurred. And 
when you apply that, I am earning just about the same today as I 
did in 1940. 

In other words, on take-home pay, corrected for the constant dollar, 
I have in 17 years or 16 years, working for Bethlehem, I am getting 
just about the same that I got in 1940. 

As a matter of fact, before the income tax went up, I was earnin 
more take-home pay back in the 1930’s than I am earning now, an 
with very much smaller salary and total earnings. 

I could give you those figures, but I do not know whether it 
amounts to anything except just to indicate that these large take- 
homes under our present tax laws are one of the problems that may 
appear to be serious on the surface, but as far as the individual is 
concerned, the amount that they get out of it is very small. 

And I must admit that practically all of my incentive compensation 
is set aside and paid directly to Uncle Sam, so that I get practically 
nothing of it. 

That is what it ends up with, with me. So that all of this paid 
by Bethlehem to me as the president of the company goes to Uncle 
Sam today. 

Now, if the company did not pay it to me, they would have to pay 
a large proportion of that to Uncle Sam anyway, so the net result 1s 
the difference between maybe the 51 percent on corporate tax as 
against maybe my 91 percent is what Uncle Sam gets, or what the 
company might possibly save through not paying me anything. 

So that those are the facts of the situation. 

Senator Dirksen. Not so alluring- 

Mr. Homer. One of the reasons, Senator, why these amounts have 
been perhaps left where they are for so long, and we have not made 
this change from 624 down to 414 in the percentage that I described, 
is that we could see that as the years went on, although our people 
were earning more under the incentive compensation plan, they were 
taking home less, and it did not seem from the directors’ standpoint 
or the stockholders’ standpoint that any reduction at that time was a 
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good thing to do, because, after all, we are competing for people in 
industry, good, experienced people, or people who are trying to get 
our people away from us, and if we started cutting down, you were 
going in the wrong direction. 

And there are many companies which, although they did not like 
the looks of it, they felt that there was not very much under our tax 
laws or the way the tax laws work today, there was not very much 
that we could do about it if we wanted to maintain the organization 
that we had and not have them taken away from us. 

So that that has a bearing on why action, you might say, was not 
taken earlier. But we still 

Senator O’Manonry. When you use the words “cutting down,” what 
do you mean ? 

Mr. Homer. Well, this morning, Senator O’Mahoney, I described 
that our incentive compensation plan was based on a fund being set 
up or an amount being set up which was 624 percent of the dividends 
paid to the stockholders, and that amount was distributed 

Senator O’Manonry. Yes, I recall your testimony. 

Mr. Homer. That amount of 624 has been reduced to 414 percent. 

Senator O’Manoney. That was the cutting down ? 

Mr. Homer. That was the cutting down. 

Senator O’Manoney. You did that cutting down? 

Mr. Homer. We did, just this year. 

Senator O’Manoney. You cut it from 624 successively until now, 
in nap ee 1957, you are setting aside only 414 percent for the 
special incentive fund ? 

Mr. Homer. That is right. 

Senator O’Manonry. That isa cutting down; is it not? 

Mr. Homer. That isa cutting down; yes, sir. 

Senator O’Manonery. Why did you do that? 

Mr. Homer. Well, we did it because we felt that the number of 
shares of stock were increasing, that the earnings of the company 
were getting to the point where the dividends per share were mount- 
ing up to a higher figure, and the total amount of money paid out was 
growing, and therefore, what was paid out in dividends was growing, 
and therefore applying a 624 percent, which was established way back 
many years ago, became today rather a high percentage resulting 
in perhaps some rather high figures relatively. And we decided 

Senator O’Manoney. You felt that 414 percent in 1957 was more 
comparative to what was being distributed in 1956 at 624 percent in 
terms of the earnings of the company or the dividends of the com- 
pany, and therefore you wanted to cut back, so that the officers would 
not seem to be getting increased compensation ? 

Mr. Homer. That isright. That is right. 

We thought it was high enough, and we wanted to reduce it, the 
percentage, wanted to reduce the percentage. 

Senator Dirksen. Mr. Homer. 

Mr. Homer. In answer to Senator Kefauver’s earlier statement that 
labor would look on this as that we were having large salaries and 
incentive, and so forth, while they were not getting the same increase, 
here we are taking a decrease so that maybe that will make it a little 
more palatable to them, I do not know. 

Senator Dixsen. I notice in this monograph, The Corporate Di- 
rector we have been referring to, they set out all the salaries and 
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bonuses and the total of 1956 officer-director program, but I find no 
allusion there to take-home pay and what is skimmed off by the tax 
collector. I am wondering a little about the impact of a report like 
that. 

But before you answer, I want to go back to your statement, be- 
cause you indicated that Bethlehem jumped from 12,900,000 tons in 
January 1946 to 20,500,000 tons capacity by January 1, 1957. That 
is pretty nearly, not quite, 8 million tons increased capacity in a 
period of 13 years. 

You speak of looking down the road and you see an increase of over- 
all steel capacity in the country running maybe to 190 million or 200 
million tons 15 years from now. 

Then on page 3 yousay: 

Where will it get the money to pay the cost? It can come only from funds 
loaned to Bethlehem by purchasers of bonds and other debt securities and funds 
invested in Bethlehem by purchasers of equity securities, supplemented by earn- 
ings retained in the business. 

Would you have any notion as to what a statement like this Corpo- 
rate Director, with that kind of an evaluation, has in making financing 
of your needs in the future more difficult, inasmuch as you are going to 
compete with Uncle Sam in the money market, and you are going to 
compete with pretty nearly everybody else who wants money / 

That means, of course, higher interest rates. That means increased 
costs, and that means the amount that has been set aside for deprecia- 
tion will probably not be adequate to meet the cost of new facilities 
somewhere in the future. 

You may want to make a little comment on that. 

Mr. Homer. Yes, I would, Senator. 

One of our great difficulties today in the financing of new facilities 
is the great effect of inflation on the costs of new facilities. We are 
today operating at a depreciation rate which is based on a valuation 
established a long time ago when our fcilities were put in under a 
lower cost basis. 

And although that depreciation rate may be sufficient to return 
enough to replace those facilities in due course at a price that was 
equivalent to the original cost, that facility cannot be replaced today 
because of the inflated cost of buying the same equipment today as 
compared with what it cost originally. 

Therefore, we have to set aside out of our earnings enough to make 
up for that difference between what we can set aside through depre- 
ciation charges and the balance of what it will cost us to replace those 
facilities. 

Therefore, depreciation today does not only apply to the steel in- 
dustry, it applies to all industries, but some are affected more than 
others in facilities of the type needed. But unless we have some way 
of getting a depreciation rate that is more realistic under today’s in- 
flated costs so we can get these new facilities, we are going to have a 
drain on our earnings. 

And one of the difficulties is that because our depreciation rate is 
not high enough, these amounts have to come out of earnings that 
are subject to taxation. So that in order to get a dollar to replace 
facilities, we have to earn $2 today, which further aggravates the 
situation. 
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Now, that is one reason why I had pointed out that we must have an 
adequate earning rate under present conditions, or we have no hope 
in the future of being able to make enough money and set aside enough 
money to contribute out of earnings toward this. And furthermore, 
unless we have a fair earning rate, we won’t be able to compete satis- 
factorily for money in the money market, borrowing, nor can we 
convince the stockholder that has some equity capital he can put into 
the business that it is a profitable thing for him to invest in. 

Today we have been, and have been since the war, perhaps, replacing 
or expanding our facilities for maybe $100 to $150 an ingot ton of 
capacity. Those opportunities are being used up or have been used 
up, and we find today that to bring in new facilities under present 
conditions it will cost us nearer $300 a ton. 

Well, of course, the 7 percent return, as outlined, we were making on 
$100 a ton, that is 1 basis that may not be too good for the investor. 
But if it is on a $300-a-ton basis, it certainly is very much worse, is 
it not? 

And those are the situations that we see ahead. So that in this com- 
petition that we have for the various parts of what is produced, you 
might say, by all the parties, you take the customer and the investor 
and laborer, and the country as a whole for more capacity, and so 
forth—if we get all these forces that come in on us to get more and 
more of their share, well, if labor pushes a little bit too hard here, the 
result is it has to be taken off somewhere else or it has the effect of 
pushing up a price in order that earnings may not be decreased so 
that we can go on. 

Now, somewhere along the line it is necessary to have a realistic 
approach to this question of refinancing future expansion. Congress 
did permit us at one time to act through accelerated amortization to 
get back cash at a more accelerated rate than we could on regular 
depreciation allowance bases, and that has been very helpful because 
we can get it back very quickly before the costs inflate—instead of 
talking about 30 years, we can talk about 5 years. So that the infla- 
tion factor is less under that situation. 

But we are under the present law not able to take advantage of 
that any more so we do not have that situation. So we are hoping 
that Congress will devote their attention to that particular thing of 
depreciation, the proper rate of depreciation for industry today 
under present conditions which will permit us to keep up our facili- 
ties and to expand to take care of the requirements of the country. 
And that is why in my statement here I mention very briefly, that 
unless we can demonstrate to the investor that we can operate at a 
profit ratio at least as high as the average for manuafcturing indus- 
tries, other manufacturing industries, we are not going to be able to 
obtain the necessary financing, because they are just not interested in 
a lower return on the investment than that which they can get else- 
where. 

That is another one of the factors. 

Senator O’Manonery. Do you foresee any change in that outlook or 
a different rate on borrowed capital ? 

Mr. Homer. No, sir, not at the moment. You mean from the stand- 
point of depreciation allowances? 

Senator O’Manonry. No. I was thinking of the interest on bor- 
rowed money. 7 
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Mr. Homer. Return on the investment ? 

Senator O’Manoney. The interest on borrowed money for the ex- 
pansion of capacity. In other words, Mr. Astor the other day stopped 
construction of his project in New York City because he didn’t like 
the high interest rate. 

Mr. Homer. Yes. 

Senator O’Manoney. The Federal Reserve Board said last week 
that it does not contemplate any reduction or any change toward 
easier money in its policy, whereas other spokesmen—lI am thinking at 
the moment of a statement made by one of our colleagues who was 
formerly president of the National Chamber of Commerce who only 
last week said that he expected money to be easier in January. 

Have you any opinion upon that view ? 

Mr. Homer. No, I do not think I have, Senator, as to whether it 

any easier or not. I have not seen any signs of it. 

Senator O’Manonry. It has something to do with the expansion. 

As you were testifying now, in answer to Senator Dirksen, I noticed 
on page 6 of your statement this morning the following language: 

Bethlehem’s capacity has recently increased so rapidly that we produce more 
steel today at an 80 percent rate of operation than we did in any year prior to 
1951. Our construction program of the last few years has been planned with 
the thought that we would get a little ahead of demand and then try to stay 
about 10 percent ahead of normal demand. This is in accordance with the 


Government’s belief that the steel industry should have some capacity to care 
for emergency situations. 


As I have said, we expected, last July, to operate at about 90 percent of 
capacity in the third quarter and at about 98 percent in the fourth quarter. 
Our forecasting for the third quarter was pretty accurate; our actual rate for 
that quarter was 89.3 percent. We seem to have been somewhat optimistic on 
this fourth quarter, inasmuch as we have, so far, operated at only about 91 
percent, but we do expect that to improve in the next several months. 

I gather from that statement that the increase of your capacity the 
past year or so has not been unduly burdensome on you, expensewise. 

Mr. Homer. Well, that is partially true. I think that it is getting 
more and more burdensome, in that the costs of providing new facili- 
ties are going up. We have been able since the war to revise our 
existing facilities and add to them, and at a lower cost than if we 
had created entirely new facilities, what we call completely inte- 
grated plant or entirely independent of our existing plants. 

We find there are economies there that have resulted in our capital 
investment being lower than if you started a whole new plant. 

Now, those situations are disappearing. We are practically to the 
end of that period where we can continue to expand our existing 
plants on a lower cost basis. We now would have to go out and per- 
haps expand into a new facility or, in the case of our Youngstown 
merger situation, be able to take an existing plant in another location 
and put in improvements there. ‘That would be a lower investment 
cost basis than we could do in our present existing plants. 

Senator O’Manoney. Would I be incorrect in drawing a conclu- 
sion from your statement that you are now operating at 91 percent 
of capacity, producing considerable more steel than you were pro- 
ducing in any period prior to 1951? 

Mr. Homer. That is correct. 

Senator O’Manonery. In other words, if at 80 percent of operation 
you could produce more than at any period prior to 1951, then cer- 
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tainly at 91 percent of capacity, though that was not as gress as you 
had anticipated, you would still be operating at a much higher rate? 

Mr. Homer. Yes, more tons production. 

Senator O’Maunoney. More tons production ? 

Mr. Homer. More tons production. 

Senator O’Mauoney. Would that be a more profitable operation or 
not? 

Mr. Homer. Well, it ishardtosay. It depends upon 

Senator O’Manoney. Is it not more profitable? Are your earn- 
ings not greater now ¢ ; 

Mr. Homer. Generally, I would say it is more profitable to operate 
at 90 percent than it is at 80 percent. 

Senator O’Manoney. Is it not more profitable for your stock- 
holders and directors to operate at today’s prices at 91 percent of 
capacity than it was back in 1951 when you were operating at a much 
higher rate ? 

Mr. Homer. Well, I would have to check that, but I would have to 
say offhand because of our increased capacity and the increased oper- 
ating rate that the total tons produced would be more, which would 

robably result in more total dollars of profit because of the increased 
usiness. 

I would have to check that to be sure. 

Senator O’Manoney. Of course, what you said this morning was 
that 80 percent of your present capacity, you could turn out more than 
you did in any year prior to 1951 / 

Mr. Homer. That is right. 

Senator O’Manoney. Therefore, it seems to me if you are operating 
at 91 percent of your vastly increased capacity, you must be turning 
out a much greater quantity. 

Mr. Homer. Well, the difference, if we take the figures—well, in 
1951, Senator, we had a capacity of 16 million tons, and today we 
have a capacity of 20.5 million tons. 

I do not know how the arithmetic works out. 

Senator O’Manoney. What was the 1951 capacity ? 

Mr. Homer. Sixteen million. 

Senator O’Manoney. That would figure out, it seems to me, that at 
90 percent of your present capacity, you would be turning out at least. 
2 million tons more than at 80 percent of your present capacity. You 
would be turning out more, as you said this morning, than you were 
doing at your whole e: ‘apacity in 1951. 

Mr. Homer. Yes, sir. 

Senator O’Manoney. So it would seem the greater the capacity, the 
greater the output. The question arises in my mind, since this is your 
testimony to us, why do you not add a good public relations statement 
now and say that you will reduce the price of steel below that which 
is charged by United States Steel? Would that not be a good com- 
petitive policy. , 

Mr. Homer. Well, that is, I suppose, a fair question to ask, Senator. 
But again we get back to the return on your investment, and without 
going into figures and looking up what the facts are, I would guess 
that that would result in a lower return on the investment. 
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Senator O’Manoney. Would you be good enough to take the time, 
after this session is over, and get your comptroller to look into this 
to see what answer you can give on the question that I have asked you. 
Is Bethlehem not now in the position to make a competitive price with 
respect to United States Steel on your own figures ? 

Mr. Homer. Well, you mean by competitive price 

Senator O’Manoney. I mean cut the prices. 

Mr. Homer. Cut prices? 

Senator O’Manonry. United States Steel at the top of inflation 
raises prices $6 a ton. I am giving Bethlehem just by these questions, 
based on your own testimony, an opportunity to show the country 
that you can cut the prices below United States Steel. I think you 
would bring the steel industry with you and I think you might help 
to start a downturn in the price of all commodities. 

Mr. Homer. Well, we would be very glad to give consideration to 
what you have suggested, Senator O’Mahoney, and will endeavor to 
comment on that tomorrow morning. 

Senator O’Manoney. Thank you very much. 

Mr. Homer. That is what you are suggesting, I understand ? 

Senator Kerauver. That will be fine. We do want to go into that 
tomorrow, and we hope you will come up with an affirmative answer, 
Mr. Homer. 

Senator Dirksen. Mr. Homer, this question of depreciation and 
tax writeoffs is simply more than a mere academic question. In the 
first place, Congress looks on fast writeoffs with a rather baleful eye. 
There is a proposal pending, I think now, before the Senate Finance 
Committee with respect to that. This very committee has investi- 
gated various aspects of it sometime during the last session. 

It occurs to me that if a good deal more of our productive capacity 
were devoted to consumer goods, we would soon have consumables 
running out of our ears and we might pay for it in terms of long un- 
employed queues in different sections of the country, which in my 
mind adds up. There has to be some balance between capital expendi- 
tures and durables on the one hand and consumables on the other. If 
you do not keep it in balance, your economy is going to be in trouble. 
That, on the other hand, means that as you look down the road you 
have to be thinking in terms of capital expansion and how to maintain 
that balance. If there are no incentives for it, then, of course, busi- 
ness might become timid and might decide, as evidenced by what 
Senator O’Mahoney said about that New York structure, it might just 
pull off, whether because of the interest rate or something else. 

Now then, the question is: What is the incentive to keep up that 
capital expansion, and what does the Congress do by way of final dis- 
position of this question of accelerated tax amortization? _ 

It may all be very desirable and it may have a great political lure, 
but we may be biting off our own noses before we get through. It is 
going to have a tremendous impact, I think, on the future economy of 
the country. 

That is a whole mouthful of question, and I do not think you have to 
answer it now, particularly, but I do hope you will puzzle over it a little 
bit and maybe sometime tomorrow you can give us a little more of an 
answer. 
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Mr. Homer. Well, I would be glad to try to, tomorrow. 

We puzzled over that, Senator Dirksen, for a long time. My gen- 
eral feeling is that there are too many dollars being syphoned off in 
taxes today in relation to the whole, and that we are getting to a point 
where it is becoming discouraging; it is impossible to get the earn- 
ings under this high-tax situation to go forward, and we are spending 
our earnings; you might say in a general sense, we are spending our 
earnings for Government expenditures and not to provide the things 
that will make our progress in the future something that we can look 
forward to as being the proper rate at which we “should go in our 
development. 

So, briefly, without going into a lot of details, the tax situation is a 
very serious one today in connection with encouragement to go forward 
with many things, and I think today we are getting a reaction to it in 
many ways. 

Senator Dirksen. Mr. Homer, I have two more questions, and I 
think the chairman has some questions. 

No. 1, How far down the road do you actually have to plan? You 
speak about steel capacity hitting somewhere around 200 million tons 
15 years from now. 

I would guess that you have to plan down the road more than 2 
years or more than 3 years with these problems that challenge you. 
But actually how far down the road do you plan as a drawing board 
matter so far as facilities are concerned, and meeting erowth and 
expansion ? 

Mr. Homer. Senator Dirksen, that is a very interesting question, 
because I do not think anyone realizes generally the time that it takes 
in a basic industry like steel that has to relv on raw materials from 
all over the world as well as this country, that has to rely on big 
heavy machinery and costly plant—I do not think anyone realizes 
the length of time that it takes to get those facilities developed and 
built and underway and in opel ration so that they are efficient. 

Generally speaking, for an ore development in a foreign country 
(for instance, we have been in Chile, we have been in V enezuela, we 
are now thinking about Africa, there have been developments in Lab- 

rador and in other places, Brazil) it takes anywhere from 10 to 15 
years to develop a property of that kind. 

So that in our long-range picture, if we see that we are going to 
need an ore supply in 115 years from now, we have got to start today. 
And that means exploration and development, maybe 3 or 4 years 
before we even get to a point that we think it is a good thing to do. 
And then we have to work out details maybe for another 2 or 3 years 
with the foreign country to be able to go in there and operate. And 
then maybe 5 years just to develop the mine itself. So that we are 
really talking about 13, 14, 15 years, before we get to the point where 
we can use it. 

Now, coupled with that is transportation, the building of ships, the 
building of railroads, and then we get to our own plants. 
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The building of a mill might take anywhere from 2 to 3 years, a 
complete plant might take longer than that. You might run into 4 
or 5 years, in the case of a fully integrated plant, before you had it in 
oper ation. 

Now, those are some of the factors we have to consider. Raw ma- 
terials maybe 15 years. Transportation, well, maybe 8, 10 years. 
Mills, 5 years. So we have to sort of look ahead. 

I think our raw material, our coal, our ore, our limestone, are the 
products that we have to w atch for the long term pull, because the 
others are all a little shorter term. 

Now, speaking of my prediction, if it is a prediction, as to what 
might happen in the next 15 years—we have prepared some charts, in 
fact, we have been pretty generally using them, you might say, in the 
last few years, as to where are we going in this country. 

And you have to give consideration to what is happening in the 
population of the country, and in the per capita consumption of steel 
by the population, and project these things ahead on the basis of the 
historical past. 

And then we also have our gross national production, which is an 
indication of the total production of goods and services in this country. 

Now, you take those three factors, gross national product, the 
population growth, and the per capita consumption, and when you put 
them all together and project them for 15 years ahead, you will get 
a fairly good indication of where we are going to be, providing every- 
thing goes the same way that it has in the past. 

There is always a war or some upheaval of some kind, economically, 
that might upset that, but generally the history indicates that that is 
the direction that we are going. 

And so, I have here some charts, and I would be very glad to give 
them to the committee, because it indicates what our thinking on this 
growth is, and what we have to prepare for if we are going to keep 
abreast of things. 

And I can well remember, and I think Senator O’Mahoney can 
remember, that at one time, we had overproduction of facilities, so- 
called, in this country; and then there was another time when we did 
not have enough facilities in this country. 

And how the industry can balance those out so that we keep at the 
right level all the time is a very great problem with us. But these 
charts will be helpful, and I w ould like to pass them around so that 
you can see what they are. We do not have too many. 

Senator Kerauver. If they are charts, we can well make them a part 
of the record, Mr. Homer. 

Senator Dirrxsen. I have only one other question. 

Senator Keravver. Excuse me just a moment. 

Mr. Homer. Does that answer 

Senator Krrauver. Those charts may be made a part of Mr. Homer’s 
presentation. 
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Senator O’Manoney. May I inquire whether the charts, Mr. Chair- 
man, are each separately marked and described ? 

Senator Keravver. They are, yes. 

Senator O’Manoney. Each chart, then, will tell its own story ? 

Senator Kerauver. Yes. 

Mr. Homer. I might add, these were made up by our company 3 
years ago, so they are not up to date in that respect, but I think that 
you can project to where we are today, and you will find that the 
curves are pretty nearly right as it has worked out. 

Senator Dirksen. Did sputnik have any influence on these charts? 

Mr. Homer. Sputnik had no influence whatever on this. They did 
not know what sputnik was when this was made up. 

Senator Dirksen. One other question. The American Institute of 
Management brochure mentions some companies with inside and out- 
sideboards. Would information be available to show , proportionately 
or otherwise, whether inside boards are pretty well diffused in different 
industries as against outside boards, or vice versa? I am just wonder- 
ing if we could not get a little more data than this. 

‘Mr. Homer. In my testimony this morning, Senator Dirksen, I men- 
tioned that a Dr. Vance, or a Professor Vance, had made a very careful 
study of the inside and outside board situation, and I believe that in 
there, in his report, he gives a lot of information on this particular 
point. 

Senator Dirksen. Is that a long monograph ? 

Mr. Homer. I do not think so. 

Senator Dirksen. Mr. Chairman, it might be well to have it in- 
corporated in the record if it is not too long. 

Senator Keravver. I will ask the statf to get the monograph and 
examine it and, if it is not too long, we will put it in the record. If 
it seems to be too long, we will look it over here. 

Senator Dirksen. Thank you. 

Senator Keravuver. Senator O'Mahoney, do you have any questions 
to ask? 

Senator O’Manonry. No more, Mr. Chairman, thank you. 

Senator Keravuver. There are just about two matters I would like 
to try to clear up. 

Mr. Homer, in colloquy with Senator Dirksen, you stated the rather 
substantial amounts that you had made by way of salary and bonus, 
and then gave a good deal smaller amount as to your take-home pay 
after paying income taxes. 

Neither you nor your officer-directors had in mind any eleemosynary 
arrangement for the benefit of Uncle Sam when you fixed these 
salaries and bonuses; did you? 

Mr. Homer. I am not quite clear on your question, Senator. 

Senator Keravuver. I say, the plan was not instituted as an elee- 
mosynary program exclusively for the benefit of Uncle Sam ? 

Mr. Homer. No. I would not say that it was for the benefit of 
Uncle Sam, although some of us may think it has pretty nearly 
reac hed that now, but I think I work 514 d: ays a week for Uncle Sam 
and the rest of the time for Bethlehem. That is about the w ay it 
works out. 

Senator Keravuver. You would be very glad to see Uncle Sam take a 
lesser ameunt, as I understand it. 
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Mr. Homer. I think it is along the same lines that I mentioned to 
Senator Dirksen, that it is getting to a point where the load is too 
heavy, it is discouraging , and I think we are going to get to a point 
not only in industry but with the personal situations, where the tax 
take is just too heavy for what we are trying to do. 

Senator Kerauver. Thank you. 

Mr. Homer. That is the broad picture. 

Senator Kerauver. Frankly, Mr. Homer, I know certainly of many 
Americans and Members of Congress who would be willing to try to 
struggle along with the reduc ed amounts that you have mentioned 
here, and would be ver y happy about it. We argued here in the Sen- 
ate a long time about increasing our salary from $15,000 to some 
higher amount before t taxes, and ‘finally settled on $22,500. 

Mr. Homer. Not enough. [ Laughter. ] 

Senator Dirksen. We also did that ourselves. 

Senator Kerauver. We will call you down as a witness the next 
time, Mr. Homer. 

Mr. Homer. It is all wrong. In the case of important people such 
as you in our economy today in relationship to other remunerations, 
I think it is completely out of line. That is my honest opinion 
about it. 

Senator Keravuver. But in fairness to the overall picture, Mr. 
Homer, and this applies to you and, in different degrees, to the other 
director-oflicers, your salary in 1956 was $120, 000, your bonuses 
$463,000. You have a pension program which would enable you to 
receive $150,000 a year if you retired now. That is correct, is 1t not? 

Mr. Homer. When I become of pensionable age. Not if I retire 
now. 

Senator Kerauver. How many years do you have to go? 

Mr. Homer. Four. 

Senator Kerauver. Then your pension would be over $150,000 a 
year ¢ 

Mr. Homer. We have a pension age of 65, but we do not have a 
compulsory retirement plan. 

Senator Kreravuver. Where does the fund for the pension come 
from? The company pays the funds? 

Mr. Homer. It comes out of earnings, put aside in the pension fund, 
taking care of the liability that may accrue eventually. 

Senator Keravver. It does not come out of your salary, I mean. 
The company pays for the pension. 

Mr. Homer. That is right. 

Senator Keravuver. You do not contribute to it? 

Mr. Homer. That is right. 

Senator Keravver. Then in addition to that, you have a stock op- 
tion which we will discuss briefly tomorrow. 

Mr. Homer. It is the same way with all our employees, Senator; 
it is not a contributory plan. 

Senator Kerauver. I understand. It is not a contributory plan. 

Mr. Homer. No. 

Senator Keravuver. Tomorrow we will have some brief discussion 
of some of the matters that have been gone into today. But as quickly 
as possible tomorrow, we plan to go ‘into the matter of Bethlehem's 
price policy. We want to know why Bethlehem, with different costs 
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and higher profits, as the record shows, than United States Steel, 
raised the price last July by the same amount and to the same level 
as United States Steel. We want to know, Mr. Homer and gentle- 
men, why a corporation of the size and dimensions of Bethlehem, 
which leads United States Steel in the production of a number of 
items, does not have any independent pricing policy of its own. 
We would be delighted for the consideration that you would give to 
the suggestion made by Senator O’Mahoney. and we hope you will 
have something to say about that tomorrow, also. 

We will stand in recess now until 10 o’clock in the morning. 

(Whereupon, at 4:45 p. m., the subcommittee recessed, to reconvene 
at 10 a. m., Tuesday, October 22, 1957.) 
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TUESDAY, OCTOBER 22, 1957 


Unirep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Dirksen, and O’Mahoney. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter Chumbris, counsel for minor- 
ity ; Carlile Bolton-Smith, counsel to Senator Wiley; and Dr. Paul H. 
Banner, economist. 

Senator Kerauver. The meeting will come to order. 

Senator O’Mahoney will be here shortly. Senator Dirksen is here, 
so we will start at this time. 

Mr. Homer, we would like to get into the matter of steel pricing 
this morning as quickly as possible. Do you have any additienal 
statements—I notice you have a number of statements in front of 


you—which you would like to read or statements you would like to 
present for the record, on the subject of pricing, or do you have any 
other comments before we start this morning ¢ 


STATEMENT OF A. B. HOMER, PRESIDENT, BETHLEHEM STEEL 
CORP., ACCOMPANIED BY B. D. BROEKER, SECRETARY; A. J. 
SLATER, ASSISTANT VICE PRESIDENT (FINANCE); M. C. 
SCHRADER, ASSISTANT TO VICE PRESIDENT IN CHARGE OF 
SALES; A. M. REED, ASSISTANT COMPTROLLER; AND L. FEN- 
NINGER, JR., ASSISTANT TO VICE PRESIDENT IN CHARGE 


OF INDUSTRIAL AND PUBLIC RELATIONS, BETHLEHEM STEEL 
CORP.—Resumed 


Mr. Homer. I have a few comments, Mr. Chairman, I might open 
with. 

Yesterday you stated at the close of the hearing that you wanted 
to know why Bethlehem, with different costs and higher profits than 
United States Steel, raised the price last July by the same amount 
and to the same level as United States Steel. 

Senator Kerauver. Yes, sir; that is right. 

Mr. Homer. That was one of your questions, I believe. 

Senator Keravver. Yes, sir. 

Mr. Homer. So far as costs are concerned, I do not have any idea 
as to what the United States Steel unit costs are. I would be greatly 
surprised, however, if they were the same as ours. 
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United States Steel, for example, is much more integrated than is 
Bethlehem. As far as we know, they do not buy very much iron ore 
or coal, which Bethlehem does. 

The United States Steel Corp. buys much less scrap than we do. 
Our plants are not the same as theirs. : ’ 

So, as I say, I would be greatly surprised if their unit costs were the 
same as ours. 

But I do not see that that fact is of any importance in these hear- 
ings. I think that, generally speaking, it is clear the differences in 
costs as between various companies in the same business have very 
little, if any, effect on the prices at which products are sold. 

Senator Krerauver. Mr. Homer, if I may interrupt just a second, 
your statement that you would be surprised if your costs were the 
same as United States Steel’s is substantially the statement also made 
by Mr. Roger Blough. 

Reading from Mr. Blough’s testimony at page 740 of the record, he 
said : 

I have already told you that the costs of no single company in the steel indus- 
try are going to be identical. I have said that. 


He further said: 


I have already told you the costs of no single company are going to be iden- 
tical. The data you are asking for will simply establish that the costs are not 
identical. 


Then he went on to say, one paragraph further : 


Now, let us concede that if there is any point about that so far as your pro- 
ceeding is concerned, that the particular company and the particular cost on the 
particular area that we are talking about seems to me beside the point if your 
purpose is to say that in spite of different costs, the price increases averaged 
out the same for the different companies, if that is the purpose, you have enough 
material now in the record to make that statement. 

So you agree with Mr. Blough. 

Mr. Homer. Apparently, from what you have just read, we are in 
substantial agreement. 

Senator Keravuver. All right, sir, you proceed. 

Mr. Homer. I just stated that it is clear the differences in cost as 
between the various companies in the same business have very little, 
if any, effect on the prices at which they sell their products in any 
competitive market. The prices at any time are bound to be the same, 
or nearly the same. 

Differences in costs, by and large, the same as differences in operat- 
ing and other efficiencies, are reflected principally, if not entirely, in 
differences in net earnings. 

I believe that the economists teach that the market price of a 
product reaches a level slightly above the cost of the marginal pro- 
ducer. In such case, I do not think that all the producers who are 
more efficient than the marginal one make the same amount of profit. 

Senator Kerauver. Excuse me, I did not understand. What did 
you say about the marginal producer? Will you read that again? 

Mr. Homer. Differences in costs, by and large, the same as dif- 
ferences in operating and other efficiencies, are reflected principally, 
if not entirely, in differences in net earnings. 

I believe that the economists teach that the market price of a product 
reaches a level slightly above the cost of the marginal producer. In 





ADMINISTERED PRICES 613 


such case, I do not think that all the producers who are more efficient 
than the marginal one make the same amount of profit. 

So far as Bethlehem’s price increases of last July are concerned, I 
said yesterday that we anticipated that our costs were going up more 
than $8 a ton, and that our price increases averaged only $5.20 a ton 
because we had to meet the competitive level. 

No one surely could expect us to increase our prices to less than 
the competitive level, and thereby increase the amount of the cost 
increases which we were going to have to absorb. 

The failure on our part to increase our prices as high as the com- 
paATD, level would not, in our opinion, have gotten us any more 

usiness. It would only have increased the amount of the cost in- 
creases that we are absorbing. 

I assume that you will w vant me to wait until Senator O” Mahoney 
comes in before T answer his question that he raised at the end of 
the session yesterday, Mr. Chairman. 

Senator Keravver. Yes; that might be best because he asked the 
question. 

Mr. Homer. Good. 

Senator Kerauver. To get at this matter, Mr. Homer, I first have a 
statement from the Journal of Commerce of July 2, 1957, which car- 
ries an announcement that you made, about which I suppose there 
would be no doubt. It is an announcement made by you and other 
steel companies. I willread it. It is very short. 

Bethlehem Steel Corp. announced it was “raising prices in line with the gen- 
eral trend,” as a number of other producers did the same. 

Bethlehem Steel, ranked second in the industry, did not mention specific 
price increases, but a spokesman said it would be of the same magnitude as those 
recently announced by other producers. On Thursday, United States Steel Corp., 
the Nation’s largest steelmaker, hiked its prices by an average of $6 a ton effec- 
tive July 1. 

In addition to those companies which had already announced price hikes, 
Inland Steel Co., Armeo Steel Corp., and Detroit Steel Corp., posted higher 
price tags. 


Then the rest is about other steel companies. 

So that on July 2 you did raise your prices—identically with the 
price increases put into effect by United States Steel. 

We will make the full statement a part of the record. 

(The article from the Journal of Commerce is as follows :) 


{Journal of Commerce, July 2, 1957] 


PATTERN BECOMING GENERAL; F'ouR MorE STEELMAKERS ANNOUNCE PRIcE Boosts 


Bethlehem Steel Corp. announced it was “raising prices in line with the general 
trend,” as a number of other producers did the same. 

Bethlehem Steel, ranked second in the industry, did not mention specific price 
increases, but a spokesman said it would be of the same magnitude as those 
recently announced by other producers. On Thursday, United States Steel Corp., 
the Nation’s largest steelmaker, hiked its prices by an average of $6 a ton 
effective July 1. 

OTHERS RAISE PRICES 


In addition to those companies which had already announced price hikes, 
Inland Steel Co., Armco Steel Corp., and Detroit Steel Corp. posted higher price 
tags. 

The Inland Steel quotations were in line with those of United States Steel, 
except for three items: wide-flange carbon steel beam, up $5.50 a net ton to 
$110.50, remaining $5 above the United States Steel price; reinforcing bars up 
$7 a net ton to $108.50 and rail steel bars and bands up $5 to $108.50. 
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Armco Steel, in announcing higher prices, said in many items the size of the 
increase was similar to that of United States Steel, but noted that the company 
makes many specialty products on which prices are not comparable. Detroit 
Steel announced a $6 a ton price hike. 

Senator Keravver. I have here, Mr. Homer, which I will offer for 
the record as exhibit 2 this morning, changes in base prices of carbon 
steel products, August 1956 and July 1957, of 10 leading companies. 

(The table referred to may be found in the appendix, p. 1338.) 

Senator Krrauver. It shows that in all items of steel, the main 

roducts—hot-rolled bars, cold-finished bars, concrete reinforcement 

ars, sheet piling, hot-rolled strips, hot-rolled sheets, cold-rolled 
sheets, and other products—the price increases both in 1956 and July 
1957 by Bethlehem were identical to those of United States Steel. 
There is one exception in structural shapes. Their new price in 1957 
was $105.50, and your new price was $106.50. Otherwise the in- 
creases were the same and the resultant levels were the same. 

Do you have any question about it? 

Mr. Homer. We have not had a chance to examine the statement, 
Mr. Chairman. We will be glad to dothat. I assume that it is reliable 
information of what the situation is. 

Senator Keravuver. For your information, this is based on material 
that you and the other companies furnished the subcommittee staff. 

Mr. Homer. We assume it is accurate, but we have not checked it. 

Senator Keravver. If you find any inaccuracies, you will report 
them. But you do not question the general proposition that your 
prices were raised by the same amount and to the same level as United 

tates Steel ? 

Mr. Homer. Well, I might wish to comment on it later on, after 
you have finished. 

Senator Keravuver. If you want to comment on it now, it is all 
right, sir. 

Mr. Homer. I think it might be well to comment here by saying a 
word or two about competition in the steel industry. 

A steel mill competes primarily in the market area in which it is 
located. Obviously, at Sparrows Point, Md., the plant at Sparrows 
Point, Md., does not compete with a plant in Chicago. Hence, a com- 
pany with plants in only one area is competitively affected primarily 
in that area alone. And when it prices its products, the competitive 
effect of its prices is substantially limited to one area. 

But a company with plants in all of the markets of the country has 
competitive effects in all areas, and when it prices its products, it 
has a nationwide competitive influence. A regional company, there- 
fore, tends to watch the nationwide price pattern and compete in its 
own region with an eye on the nationwide price pattern and the 
trends of that price pattern. 

As you know, there is only one company with plants located in all 
the market areas of the Nation. In pricing its products at all its 
plants, it must have nationwide competitive trends in mind, while 
regional companies price their products primarily with regional prob- 
lems in mind. 

This produces a divergent competitive pricing approach which I 
believe is a good thing for the economy. Of course, we favor the 
Youngstown-Bethlehem merger because that would result in two com- 
panies competing with each other on a nationwide basis and also com- 
peting with regional companies in each section of the country. 
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When we price our products in the East, we generally wait to see 
how the nationwide competitive price pattern will develop, and then 
we price our products on a basis that we think will give us the best 
competitive position in the East. 

For example, when in July the United States Steel Corp. named 
a price of 4.975 cents per pound for hot-rolled sheets at its Fairless 
plant, we followed by naming a price of 4.925 cents per pound at our 
Sparrows Point plant. 

When in July the Fairless plant price of cold-rolled sheets was 
announced at 6.10 cents per pound, we followed with a price of 6.05 
cents per pound at our Sparrows Point plant. 

When in July the Fairless plant price of merchant bars was an- 
nounced as 5.575 cents per pound, we followed with a price of 5.725 
cents per pound at our Bethlehem plant, a price of 5.425 cents at our 
Lackawanna and Johnstown plants, and a price of 5.725 cents at our 
Lebanon and Steelton plants. 

And when in July the Homstead plant price for structural—that is, 
the Steel Corp. price was snail as 5.275 cents per pound, we fol- 
lowed with a price of 5.325 cents at our Bethlehem, Lackawanna, and 
Johnstown plants. 

The fact that we could name a higher price reflected the more favor- 
able regional competitive positions of our plants. Some of these 

rices, as you will notice, are different. But I think, in general, what 
have just said illustrates why pricing is very close and that there is 
very little difference between them in the regional areas. 

Now, in some of these, however, perhaps the difference runs a little 
more than in others, and these examples that I have given here 
illustrate where there are different prices in these different areas. 

Senator Kerauver. Mr. Homer 

Mr. Homer. These are just examples, and there may be others, of 
course. 

Senator Keravver. The United States Steel Corp. at its new and 
modern Fairless plant has a premium price, which is slightly higher 
than United States Steel’s prices 

Mr. Homer. Well, they might be in some cases, or they might be 
lower in other cases. 

Senator Krerauver. They reported to us they have a premium price, 
that the new price at the Fairless works was 5.575 for bars and small 
shapes as against 5.425 for all of its other operations. 

Mr. Homer. We have on structural compared with the steel cor- 
poration a premium price at the Bethlehem, Lackawanna, and Johns- 
town, 5.325 as against 5.275 for the steel corporation. 

Senator Krerauver. Mr. Homer, will you explain the premium prices 
that United States Steel charges at the Fairless works? 

Mr. Homer. I did not quite get your question. You mean why do 
they have a different price? 

Senator Krerauver. Yes, sir; a higher price. 

Mr. Homer. Well, I suppose they have, just like we do in some 
cases, a competitive situation that would permit. them to do that and 
still be competitive. We have that same situation in some instances, 
and an example of that is on structural. 

The Homestead plant price of the steel corporation for structural 
shapes is 5.275 and our price at Bethlehem, Lackawanna, and Johns- 
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town is 5.325. We felt we had a competitive situation that permitted 
us to do that. 

Senator Keravuver. What is this competitive situation enabling you 
to charge a higher price? 

Mr. Homer. Well, it is the location of the market and the ship- 
ment costs to that particular market, where our location may be more 
favorable than that of our competitor. 

Senator Keravuver. You mean in that particular location you have 
something in the nature of a local monopoly that will enable you to 
charge a higher price ? 

Mr. Homer. W ell, basically we feel we can get more for our prod- 
uct in competition w ith the steel cor poration. 

Senator Keravuver. I did not understand. 

Mr. Homer. Because of the location. We feel we can get more for 
our product and still be competitive with the United States Steel 
Corp.; or reverse it the other way, in order that they may be com- 
petitive with us, they quote a lower price, There is some ‘difference 
there, a small amount, 5.275 as against 5.325, in structural shapes. 

Senator Krravver. You mean in those sections you are charging as 
much as you can, what the market will bear? 

Mr. Homer. Well, it is the competitive level that we think will ob- 
tain the business we try to obtain in competition with others. That 
is what competition is. 

Senator Kerauver. Mr. Homer, just as a country boy, I do not un- 
derstand charging. a higher price in some place where you have local 
monopoly and calling that competition. 

Mr. Homer. Well, “the customer is interested in the delivered price 
of steel. It is what the customer has to pay when he receives the 
steel at the point that he wants to use it. That is what his cost is, 

Now, if we are nearer that location and his cost of transportation is 
less when he buys from us than when he buys from a competitor, then 
there is in that case a competitive advantage to us as compared with 
the other, or a competitive disadvantage of the other one that forces 
him to be lower than we are in order to meet the competitive situa- 
tion in that area. 

Senator Keravuver. In other words, because of your closer distance 
to the customer, you can charge a little more than the fellow who is 
further away; is that what you mean? 

Mr. Homer. The nearer you are, the less the transportation costs 
and, therefore, to be competitive in a delivered price, you can have : 
higher f. o. b. mill price as compared with the competitor who is at : 
greater distance from the receiving end. 

Senator Keravuver. In other words, because the freight would be 
higher, you can charge a higher f. o. b. price at your nearest mill ? 

Mr. Homer. The nearer plant can charge a higher f. 0. b. price and 
be competitive. That is what we are trying to do, is to be competitive. 

Senator Kerauver. At places where you char ge these slightly 
higher prices, these f. 0, b. prices above the industry level, you ac- 
tually io not have much competition in those areas, do you? 


Mr. Homer. Oh, yes,wedo. Oh, certainly. 

Senator Keravuver. But in any event, Mr. Homer, substantially—— 

Mr. Homer. That situation exists all over the country, Senator. 
It is not in any one locality that you have differentials in transporta- 
tion costs. You have it everywhere, and it may be we cannot get into 
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certain areas because of the fact that the transportation costs are so 
high that it would be impossible for us to do business there and be 
competitive. We would be operating at a loss, which is not attractive 
to us, naturally. We try to do business at a profit if we possibly can. 

Naturally when we are far distant from an area, the transportation 
costs are so high that it makes it prohibitive for us to get into that 
area 

Senator Keravuver. If you have a plant close by a customer and if 
you have competition in that area, it is by virtue of the fact that the 
other company is absorbing freight, that is, lowering its mill price to 

take care of the freight differenti: ial? 

Mr. Homer. W ell, we do not think there is any freight absorption. 
The customer pays the tr ansportation costs. We quote on a basis of 
f.o.b.mill. That is our price basis. 

Senator Keravuver. Well, Mr. Homer 

Mr. Homer. Under the Robinson-Patman Act, we are required to 
quote the same price to everyone on the same product. And then when 
you work out from that to distant points, you can see that the greater 
the distance from that particular plant, on an f. o. b. mill price basis at 
that particular plant, the greater the cost is to the customer to buy 
your material, and you get to a point where you may become nearer 
to somebody else’s plant “and transportation costs are less, so that the 
customer would have to pay a higher price if he bought f. 0. b. your 
mill. 

Now, under those conditions, if we want to get the business, we are 
permitted to quote a competitive delivered price, but we cannot quote 
under that without affecting, under the Robinson-Patman Act, the 
f. o. b. mill prices back at our base plant. 

Senator Kerauver. The Robinson-Patman Act requires you not to 
discriminate as between customers, competing customers. 

Mr. Homer. That is correct. 

Senator Kerauver. If you are quoting an f. o. b. price, you quote it 
the same to—— 

Mr. Homer. Everybody. 

Senator Keravuver. All customers that compete with each other, as 
long as there is competition. Then if you are selling at a distance, 
you sell on a delivered basis. As long as you do not discriminate 
between customers in that area, you do not violate the Robinson- 
Patman Act; is that your understanding? 

Mr. Homer. That is correct. 

Senator Keravver. In any event, Mr. Homer, we have your letter 
here from which these prices were taken, and you have given some 
slight variations. But you say that, generally, prices do wind up 
substantially the same. Isthat conceded? 

Mr. Homer. No; I did not say that. 

Senator Keravuver. Mr. Homer, we have you letter here from 
Bethlehem Steel. 

Mr. Homer. You mean the price increases put in in July end up 
substantially the same as far as the increases go, the $5.20 average 
that I talked about yesterday ? 

Senator Krrauver. We have here a detailed letter which you sent 
to the committee on August 1, 1957, which shows your prices for 
August 1956, after the price increase, and the same for 1957, which 
work out exac tly the same as those of United States Steel. 
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Mr. Homer. Well, sometimes, Senator, the prices are the same, and 
sometimes they are different, as I tried to explain here. 

Senator Keravver. In this table, the information you furnished us, 
the prices work out to be exactly the same except in this one instance 
of structural shapes, in which your price is $1 higher, that is, after 
the increase. 

Mr. Homer. I have given you some examples of where they are 
different, Senator—like on hot rolled sheets at Fairless and cold rolled 
sheets at Fairless, merchant bars at Fairless. We do not have the 
same price. 

Senator Kerauver. You picked out the premium-price situation 
with Fairless, Mr. Homer. 

This letter is signed by you, Mr. Homer, and we assume it is correct. 
You are familiar with the letter ¢ 

Mr. Homer. Those are our prices. 

Senator Kerauver. When we compare them with prices of United 
States Steel and the other nine companies, they are exactly as pre- 
sented on this table. 

Mr. Homer. I think you are talking chiefly about the increases, are 
younot? They are substantially the same because there are differences 
in prices. 

enator Krerauver. We are talking about the resultant level as well 
as the increases, Mr. Homer. 

Let us just read a few of them. According to the letter that you 
sent us here, on hot-rolled bars, merchant quality, your increase was 
$7; and your new price was $108.50. United States Steel is the same. 

Cold finished bars, you do not make that. On concrete reinforce- 
ment bars, your increase was $7, or 6.90 percent; your new price was 
$108.50, or just the same as United States Steel. 

Mr. Homer. I am a little confused as to what you want us to agree 
to. That those are the prices, Senator, or what is your question, in 
order to be able to dispose of it ? 

Senator Kreravver. I just wanted to get clear, Mr. Homer, whether 
your increases on these items were the same and your resultant level 
of price the same as set forth in your letter. 

Mr. Homer. Well, if we furnished you information regarding our 
prices, I think that is accurate as to what, at that particular time, our 
prices were. 

Senator Kerauver. All right. Mr. Homer’s letter of August 1 will 
be made a part of the record. 

(The letter referred to will be found in the apppendix on p. 1343.) 

Senator Kerauver. Mr. Homer, this probably occurred before you 
were a high-ranking official of the Bethlehem Steel Co. I think it is 
of interest at this point that in 1939 Mr. Grace testified before the 
TNEC, of which, of course, our distinguished Senator O’Mahoney 
was the chairman. The general counsel at that time, Mr. Abe Feller, 
asked Mr. Grace certain questions and secured certain answers. 

Were you present at that hearing before the TNEC in November 
November 9, 1939? 

Mr. Homer. I beg pardon? 





Senator Kerauver. Were you present at the TNEC hearing when 
Mr. Grace testified ? 

Mr. Homer. No, I wasnot. I was not president until 1945, Senator, 

Senator Keravuver. But were you present at the hearing? 
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Mr. Homer. Oh, present ? 

Senator Kerauver. Yes. 

Mr. Homer. No, I was not. 

Senator Keravver. I will just read a few of these remarks—Mr. 
Feller asked Mr. Grace: 


Mr. Grace, do you recall any occasions on which your company took the initia- 
tive in announcing a lower price on any steel commodity? 

Mr. Grace. I can’t recall whether we have or whether we haven’t. I know 
generally we haven’t. 

Mr. Feiier. Then I take it—— 

Mr. Grace. I know—I am telling you what the general practice is from our 
company standpoint. Whether we have ever initiated any I just couldn’t say, 
but in the main we would normally await the schedules as published by the 
steel corporation. 


Then going on further: 


Mr. Fetter. Yes; you remember there were two price increases in 1936, and 
when the steel corporation published a new price list in the early part of 1936, 
and another one, in the latter part of 1936, your policy was to also announce 
prices as high as those which had been announced. 

Mr. Grace. That is right. It was very encouraging to find them doing that. 

Mr. Fetter. Then you follow them up and you follow them down? 

Mr. Grace. I would follow them up in that instance. 

Mr. Fe.ier. Do you remember any instance where you didn’t follow them up? 

Mr. Grace: No; and I certainly remember no instances when we didn’t follow 
them down. 

This whole colloquy should be made a part of the record, if that 
has not already been done. 

(The excerpts referred to will be found in the appendix on p. 918.) 

Senator Kerauver. Was that the policy of your company then, 
and is it still the policy of Bethlehem Steel to follow them up and 
follow them down 4 

Mr. Homer. I think I perhaps answered that, maybe indirectly, in 
what I have said just previously regarding the determination of the 
competitive prices. There may be instances where we do or where 
we do not. But I think generally we meet the competitive level, as 
we see it, in the various areas as outlined in my previous comment on 
that particular matter—the effect of the national and regional situa- 
tions on what our competition is under those various conditions. 

I do not think 

Senator Kerauver. Mr. Homer, as one who always thought com- 
petition set prices, I can understand why you would follow them 
down in order to carry on your part of the business. But I cannot 
understand why you would follow them up in order to meet competi- 
tion. It would seem to me you would be making more competition if 
you perhaps went up some but not quite all the way. Then you 
would be attracting more customers and getting more business. 

Mr. Homer. I think, Senator, I covered that particular point yes- 
terday when I discussed the broad subject of profits and the level of 
profits, the low level of profits, in relation to the average situation in 
manufacturing industry; and that also we did not feel, as I stated 
yesterday, that the reduction in price or a nonincrease in price would 
create any more business for us or make us any more through in- 
creased volume. 

I thought that yesterday—lI can refer back to it and repeat it, if 
you wish, but it is in the record, I think, in explanation of that par- 
ticular situation. 


95009—58—pt. 2———-29 
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Senator Kerauver. Mr. Homer, you have a table there taken from 
your figures. Hot-rolled bars is an important product, is it not? 

Mr. Homer. I do not have any chart. You mean the price 

Senator Kerauver. The table there. 

Mr. Homer (continuing). The price list which you just gave us? 

Senator Kerauver. Yes, sir. That is from your letter and from 
United States Steel’s letter. 

Mr. Homer. Yes. 

Senator Keravuver. United States Steel had a price of $101.50 a 
ton. 

Mr. Homer. This is what product, Senator ? 

Senator Keravuver. Last June; hot-rolled bars. 

Mr. Homer. Hot-rolled bars, merchant quality. 

All right. 

Senator Keravuver. Then they raised their price $7, or 6.90 percent, 
to a price of $108.50. 

Would you not be engaging in competing more if, instead of raising 
your price $7 and coming out with exactly the same price of $108.50, 
you would raise your price $6 or $5 ? 

Mr. Homer. Well, I think I explained yesterday this question of 
competition that we have regarding the earnings situation, and that 
we must maintain a reasonable return on the investment, and we felt 
that the competitive level was something that we could go to. It was 
not enough. 

I pointed out yesterday that our average cost increase, as we saw it, 
was about $8 a ton, and the average price increase that we are able to 
get on a competitive basis was $5.20. And naturally, having to ab- 
sorb that difference, we felt that that was all that we could afford to 
absorb under the circumstances, and we felt that a reduction below 
the competitive level would not bring us any more business and, of 
course, would mean reduced profit. 

Senator Keravcver. Mr. Homer, you say at that point reducing 
below the competitive level would not bring you any more business. 
How can vou explain that? You would be a dollar below your com- 
petitive price, and a lot of buyers would be coming your way. 

Mr. Homer. I explained that yesterday. . 

Senator Krrauver. Did you ever try having a $1 lower price to 
see whether you would get more business ? 

Mr. Homer. I just pointed out that we do have a lower price situa- 
tion between Sparrows Point and Fairless right now, and we are try- 
ing it out to see how it works. 

Senator Kerauver. A fraction of a cent. That is a local monopoly 
situation. 

Mr. Homer. Well, you convert that into tons, and it runs into a little 
money. 

Senator Keravuver. Well, let us take your—— 

Mr. Homer. I am sure the customer would be glad to get that saving. 

Senator Kerauver. Mr. Homer, as Mr. Grace has said, you always 
follow them up, and you always follow them down. How do you 
know that you would not get more business if you were a dollar below 
United States Steel ? 

Mr. Homer. How do we know whether or not we would get more 
business ? 

Senator Kerauver. Yes, sir. 
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Mr. Homer. Well, I think I pointed that out to you yesterday, and 
I will go back to that, and I would be glad to read it again. 

Senator Krrauver. Do not read it. x ist tell us about it. I read 
your statement yesterday, but I just do not understand. If you 
raised your price only $6 where United States Steel raised their price 
$7 on hot rolled bars, merchant quality, how do you know that you 
would not have gotten more business? 

Mr. Homer. Well, the suggestion was made at the hearings that 
the Steel Co. should have reduced , and I am referring back to yester- 
day in my statement, should have "reduced their prices this past sum- 
mer in order to increase the sales and production of steel, and that 
this would have acted as some sort of a check or brake on inflation. 

The suggestion seems to be based on two assumptions, neither of 
which is justified as far as Bethlehem is concerned, The first assump- 
tion is that at the time we increased our prices, we were not operating 

at satisfactory levels and needed increased production. 

The fact is that Bethlehem’s operating rates throughout the first 
6 months of 1957 averaged about a hundred percent of our rated capa- 
city. About July 1 we expect to operate at 90 percent in the third 
quarter and 98 in the fourth quarter. 

Capacity operation gives us such problems in the way of main- 
tenance in other fields that we have a feeling that we are probably 
doing better at, say, 85 to 90 percent than at a hundred, and we do 
our long-range planning with that in mind. 

Then I went on—— 

Senator Kerauver. Mr. Homer, what you have been referring to is 
Dr. Brubaker’s testimony. He w as here to represent the United Steel- 
workers, and I think there was some observation on his part that the 
wage increase was, in the case of United States Steel, thirty-five-and- 
something percent "of the price increase. Of course, there were other 
increased costs, I concede, but he is talking about the industry as a 
whole. We are talking about Bethlehem Steel now. You have been 
talking about the industry as a whole. 

Mr. Homer. I am talking about—— 

Senator Kerauver. I want to know why you would not have been 
more competitive and secured more business, a bigger slice of the pie, 
if when United States Steel raised its price of bars $7, or 6.90 per- 
cent, to a price of $108.50, you would have raised it $1 less to $107.50. 

Mr. Homer. Well, Senator, I am talking about the Bethlehem Steel 
Corp., not the industry, and I had explained yesterday why we could 
not do it, and I am now in the midst of trying to repeat that and 
explain to you again the situation that I covered ‘yesterday. 

I have tried to outline 

Senator Kerauver. Let me make it clear to you that nobody on this 
committee suggested that, you should have lowered the price. I per- 
sonally think some part of. your price increase may have been justified. 
I do not believe that the $6 i increase was justified. But granting some 
increase was justified in view of your wage increase, my question is, 
Would you not have been more competitive if you had raised your 
price $6 a ton on hot-rolled bars instead of $7 ? 

Mr. Homer. Well, we did not need the business, Senator. A reduc- 
tion in price, in our opinion, would not have increased the business. 
We were operating at practically full capacity and, therefore, any 
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reduction in price would not have stimulated any more business. That 
is what I tried to point out yesterday. 

Senator Keravuver. Are you operating at full capacity now? 

Mr. Homer. Well, we are about 90 percent; yes. 

Senator Keravver. Do you not think, even at this late date, if you 
lowered this price a little you might get your capacity up nearer 100 
percent ? 

Mr. Homer. No; I covered that yesterday here. Evidently what 
I said yesterday has been forgotten. Or if you would like me to repeat 
it, I would be very glad to. 

I had already started to cover it, and had mentioned the first situa- 
tion. There were two unwarranted assumptions that I outlined yes- 
terday, and the first one was the assumption that we had plenty of 
room for more production; if we lowered our price, we might be able 
to get more production, and, therefore, it would be of benefit to us. 

outlined that that was not the case, because we were operating at 
100 percent. 

The second unwarranted assumption is that a decrease in the price 
of steel would have resulted in an increase in the demand for our steel 
products, and I outlined there, and gave some examples, that we did 
not feel that an assumed $5-a-ton reduction would have any signifi- 
cant effect, in various examples that I gave, in stimulating increased 
demand as far as steel was concerned. 

Those examples I gave in my statement, yesterday. 

Senator Keravver. Mr. Homer, on that subject—— 

Mr. Homer. Now, with a $1 reduction that you are talking about, 
the reasons are even more strong, because a $1 reduction would not 
stimulate, in our opinion, any particular increase in business either. 

Senator Kerauver. I was talking about increasing the price by $1 
less than United States Steel. We may not have the technical infor- 
mation, but we have information from all over the United States 
that some building construction has been stopped because of the high 
cost of materials, including steel. 

In Washington, I think the new hospital at the Old Soldiers’ Home 
has stopped construction. 

Mr. Homer. I do not think it is the cost of steel, Senator, that is 
stopping it. It is the lack of money. And I pointed out an example 
to you yesterday, that in the case of a 20-story office building which 
uses about 7,500 tons of structural steel costing, the building costing 
a total of $25 million, that a $5 reduction in the price of steel would 
only amount to two-tenths of 1 percent in the total cost of the build- 
ing and I doubted whether that would stimulate the construction of any 
more office buildings. 

Senator Keravuver. But, Mr. Homer, that is the direct cost of steel. 
Of course, that does not justify snowballing 

Mr. Homer. That is all you are talking about. 

Senator Kerauver. We are talking about the increased cost of steel 
which pyramids all along the line. If you take roadbuilding, you 
say that steel in a mile of road, costs very little more. Then you 
have caterpillar tractors and other items made of steel and used to 
build roads. They will cost more and so it snowballs all along the 
line. 
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Mr. Homer. Well, I gave you an example of an automobile, if you 
are talking about tractors. In the case of an automobile, it is only 
about $10 difference with a $5 reduction was the assumed reduction. 

Senator Keravver. I think we can understand the arguments pro 
and con on that issue, but there are other elements than direct costs. 
But you said that you did not have any room for expansion, you did 
not need any new business. 

I notice here in 1954 that in the first quarter you were operating at 
77.7 percent of capacity, the second quarter 73.3, third quarter 67.1. 
Did you lower your prices then to get more production ? 

Mr. Homer. No, no. We felt in 1954 that we had a depressed 
situation. It might have been due to a lot of things that had nothing 
to do with the price of steel. Again lack of money 

Senator Kerauver. You said yesterday that 85 or 90 percent ca- 
pacity operation was desirable, and here in 1954 you were down to 67 
percent. I wonder why you did not lower your price then to get 
more production ? 

Mr. Homer. Well, again, Senator, we feel that under those condi- 
tions the lowering of the price would not stimulate business. There 
are other conditions that affect the dropping off that a change in 
price would not have any effect upon at all. That was our judgment. 

Senator Keravuver. Mr. Homer, you said that you always meet com- 
petitive prices even when it means increasing your own prices. 
Someone must establish that price. Who determines the price level 
in the first place ? 

Mr. Homer. I do not think we increased our prices to meet the 
other prices. Isthat what you mean ! 

Senator Kerauver. I had understood that is what you said. 

Mr. Homer. Well, we increased to get our costs back that were 
being caused by increases in your labor costs and material costs, and 
we were not able to get it all back. We went as high as the competi- 
tive level would allow us. I am just repeating, we figured an $8 
increase in our costs and the competitive level would only permit us 
to go to $5.20 in increases, that is as high as we could go. We would 
have liked to have gone higher if the competitive level was higher, 
but it was not. 

Senator Kerauver. If $8 is what you needed, why did you not 
increase your price to $8 ? 

Mr. Homer. Well, I covered that again yesterday, Senator. It 
would have meant that we would not have been competitive. We 
would not have been able to get any business on that basis. 

Senator Kerauver. What I was trying to get at is: You needed $8, 
maybe somebody else did not need but $5, but you all came out about 
the same, and have been doing so for years. Who fixes the price in the 
first instance ? 

Mr. Homer. Well, I think if we have to go back again to what I 
just stated about why prices end up about the same level, we have 
this local area situation, regional area, and then we have the national 
area. And I explained that earlier in my testimony today. I will 
be glad to repeat that. 
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Senator Kerauver. You have explained it, and I think we under- 
stand what you had to say about it. Your prices are quoted nation- 
ally; are they not, Mr. Homer? 

r. Homer. Our prices are all f. o. b. mill. 

Senator Kerauver. They are quoted nationally; are they not? 

Mr. Homer. They are f. o. b. mill. 

Senator Keravver. In other words, you will sell to anybody in 
the United States? 

Mr. Homer. I do not know what you mean by national quotation. 
The same price does not apply nationally. It is f. o. b. mill, our 
prices are based on f. o. b. mill. Wherever the production is, that is 
the price, f. o. b. mill. 

We are willing to sell anyone in the United States if they are 
willing to buy from us. But the base price is f. 0. b. mill. 

Senator Kerauver. Mr. Homer, do you agree with what Mr. Blough 
said about that matter, when he testified here? Here is a direct quo- 
tation from Mr. Blough: “My concept is that a price that matches 
another price is a competitive price.” 

Mr. Hower. Well, not necessarily, not necessarily. Does it have 
to match? It could be a different price, as I have outlined here to 

ou. It could be a different price and still be competitive, Senator. 
t might be the same, it might bi higher, it might be lower. 

Senator Keravver. Mr. Homer, there are just 2 or 3 other exhibits 
I want to put into the record. In a number of items you are the pro- 
duction leader. I would like to put those items in the record at this 
point. 

In this exhibit, we have certain products in which you seem to be 
the leader, ahead of United States Steel. Steel piling, rolled, you 
have 72.2 percent of the capacity as against United States Steel’s 26.6. 
Blooms or billets, forging or export, 38.5 as against United States 
Steel, which is less than 1 percent. Structural shapes 37.7 percent as 
against United States Steel’s 32.5. And then several other items. 

(The table referred to follows :) 


Steel products in which Bethlehem ranked first in capacity, Jan. 1, 1957 


| 
| Industry | Percent ofindustry capacity 
| Capacity, | 








Product | thousand | Loon 
net tons | Bethlehem | United States 
Steel 

nih a | i Percent Percent . 

ee NUNN SS oF. BLS tht o 1dSk> aenld <'k pi UNG de ck ab 3 72, 2 26.6 

Blooms or billets (forging or export) _............------------ 965 | 38.5 | 0 

seeemn uname Ieaawal Li. CLO. cessed ssusele 7, 628 | 37.7 | 32.5 

Wheels and axles, rolled___.-...._--- ar ore 488 31.1 | 28.5 

ee mens oboe tea S oh. sk LEA ie. et 1, 310 28.4 | 27.6 
Bars: 

Qemerees reiiioronient: so. le 2, 528 24.5 17.1 

ds ad hae 1, 087 | 17.2 | 2.6 


Source: Iron and Steel Works Directory, 1957. 


Senator Krravver. You are the production leader in these items, 
but you did not take the iniative in setting their price. You waited 
until United States Steel set the price. How does that happen? 

Mr. Homer. These national figures, are these national capacities? 

Senator Kreravuver. Yes, sir; they are national capacities. 
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Mr. Homer. Well, they do not mean too much, Senator, because 
you have got an area competition, and I think the best answer that I 
can give you on that is just what I gave you earlier as to the national 
situation and the regional situation as to the establishment of pricing, 
competitive pricing. 

Senator Kerauver. This, Mr. Homer, is on a national basis. Your 
regional percentage is higher than it is on a national basis, as we will 
show in another table. And yet either on a national basis or on a 
regional basis, you followed United States Steel. Why did you not 
set the price on these items? 

Mr. Homer. Well, we watch the national pattern and it has an effect 
on the regional situation. You have to be competitive under those 
conditions. 

Senator Kerauver. You were essentially the largest producer of 
these items both nationally and regionally. I would think you would 
set the price and let the others follow along with your price. 

Mr. Homer. Well, I do not think nationally we could be considered 
as being a leader. Maybe the capacity as you add it up all over the 
country might indicate that. 

I notice here I have some figures on structural shapes where Bethle- 
hem is 2,876,00 and the corporation is 2,479,000, and there is not very 
much ditference there, and certainly there would not be any way, as I 
see it, that our capacity of only 400,000 tons, with our location in the 
East, would establish any national pattern at all, because we are not 
nationally distributed. 

If we had the Youngstown Sheet & Tube, I think we might be in a 
little better position from the national standpoint. 

Senator Kerauver. These figures are from the Iron and Steel Works 
Directory, 1957, American Iron and Steel Institute. On a regional 
basis, we find in the Northeastern States, for hot-rolled steel, which 
is a big tonnage item, you had 20 percent and United States Steel had 
13.4 percent. That is in your area, and yet you did not fix the price 
of it, you followed. 

Mr. Homer. Well, I think the classification by area is unrealistic 
in this particular situation. I do not know just what area you are 
referring to. 

Senator Keravuver. This is Pittsburgh, Youngstown, Cleveland, 
Detroit, and eastern districts as listed by the American Iron and Steel 
Institute. 

Mr. Homer. Well, that may be, but I do not know whether it is very 
meaningful in the competitive picture by regions in the country. In 
fact, now that is one of the main arguments in connection with this 
Youngstown-Bethlehem case, and the court is going to have to decide 
that, and I do not think we can decide it here. 

Senator Kerauver. You do not question these figures from the 
American Iron and Steel Institute ? 

Mr. Homer. Well, it depends upon how they are put together and 
for what purpose, and what they are supposed to indicate. The fig- 
ures alone individually may be correct, but when somebody puts them 
together in some order trying to prove something that does not 
exist, then we may not agree with you. We do not know until we 
examine it. 

Senator Kerauver. Mr. Homer 

Mr. Homer. It is called manipulation of figures, Senator, to serve 
a purpose. 
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Senator Kreravver. Do you question the statement that you are the 
largest producer of hot-rolled sheets in the Northeastern States? 

Mr. Homer. Well, I again say that is a meaningless statement. 
Any figures put together on that basis are meaningless. 

(The table referred to follows :) 


Concentration of capacity for hot-rolled sheets in the Northeastern States, 
Jan. 1, 1957 








Rank Company Net tons Percent of 
industry 

Ap mmemunenn sh Lit yk ce. ok Se sn pave onmedawkel 5, 105, 000 20.0 
ht RE NOE Tricine d dod bebigbtkden dnp ndeiknanedapevetecusnce 3, 409, 000 13.4 
DF Bee viadekcnncannagownng api iRiarebews ae eh aiRKwneresbaaitian ty tlie 2 2, 540, 000 10.0 
Oi RN Ee. See Shh. akg do das bbb b ddadine bccdbidg thndeseb~ ong 2, 506, 000 9.8 
Nh ees ia one tehanwadl' nanatadninaheneen santa 2, 145, 000 8.4 
Dee OP MENEN 55 Mo has nd dei o Soc dec debe UI 1, 936, 000 7.6 
Oe 1, 376, 060 5.4 
a ee eee oe cttacegtbares tenccotereen Leneweartteseens 31, 154, 810 4.5 
st NIN ha bck iets oooh bec b Rind beeen $b aSch en hemp ob ; 1, 026, 000 4.0 
a ani initia ow tire ich le Susie ahiein sess arto cmdimerindiapinn Gta 900, 000 3.5 
ers pee pee bn iC) fod EO a i le 3, 405, 800 13.4 
DE UE oe cicnnwusnugasnoanakewcneatseusdscntapession 25, 504, 170 100.0 


1 Includes Pittsburgh-Youngstown, Cleveland-Detroit, and eastern districts as listed by American Iron 
and Steel Institute. 

2 Weirton, a subsidiary of National, is listed as a producer, but the capacity is included with coils for cold 
reduced black plate and tin plate. 

3 Includes hot-rolled strip. 


Source: Iron and Steel Works Directory, 1957. 


Senator Kerauver. Here, is another interesting exhibit. In hot- 
rolled merchant bars for the Northeastern States, according to the 
American Iron & Steel Institute, Republic had 29.5 percent and you 
outrank United States Steel with 18.9 percent, with United States 
Steel at 16.8 percent, and yet both you and Republic waited for 
United States Steel to fix the price. 

(The table referred to follows:) 


Concentration of capacity for hot-rolled merchant bars’ in the Northeastern 
States,? Jan. 1, 1957 








Rank and company Net tons Percent of 

industry 
i ee ae ie aeebearddaaaanwehacceobatenwwes 3 2, 615, 000 29.5 
I el iensednw iio’ 1, 672, 000 18.9 
Sie I TE occ nn ces eacaslactebucecssecncnn Sele trae eee 4 1, 486, 000 16.8 
Or BP 8 os hats ck oes 5405 U5kKE 2h 6b be 8550s 5i55 bat pseeeeee 862, 000 9.7 
I i ad cme wingiga eres 568, 000 6.4 
eeepees, ct LSet eve fit eu a 403, 000 4.5 
i ee wen callin a ee a laa ial ole 166, 400 1.9 
8. Timken Roller Bearing... ..............-.--..- Son taa on oeatae anaes : 153, 500 1.7 
CIEE. ccc e cen w new n dpsed ep ehtns 5 bbs. Qkk Tb 137, 200 1.5 
10. Youngstown eh ite al naiicesi pa eaceniinine aceite aiiabe alaane 108, 000 1.2 
anette. Dei ror ss ahs etl 5 688, 720 7.9 
I i hs wn ais anima nae oe oe acter en ae 8, 859, 820 100.0 





1 Reported in 1957 Directory as ‘‘bars, all other’’; in 1954 Directory as ‘‘bars, other than concrete rein- 
forcement.” 

2 Includes Pittsburgh-Youngstown, Cleveland-Detroit, and eastern districts as listed by American Iron 
& Steel Institute. 

3 Includes concrete reinforcement bars and tube rounds. | 

4 Includes light shapes. | 





5 Includes certain other bar-type items not reported separately in the directory. 
Source: Iron and Steel Works Directory, 1957. 
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Mr. Homer. Well, again, the area is meaningless from the stand- 
point of the competitive situation. You cannot just take a lot of 
figures and put them together and by adding them up make it look as 
if somebody is bigger than anybody else. It has nothing to do with 
the way we compete for steel. 

Senator Keravuver. I do not know of any better source of informa- 
tion than the American Iron & Steel Institute. 

Mr. Homer. The source, Senator, as I said before, is correct. It 
depends on how the figures are put together and what they are sup- 
posed to mean after they are put together. 

Senator Kreravuver. In connection with the hospital center, we have 
a clipping from the Washington Evening Star of March 7 as to why 
they had to stop work. They say the costs were doubled, but it 
speaks for itself. We will put it in the record. 

(The article referred to follows :) 


[Evening Star, March 7, 1957] 
HospitaL CentER Runs SuHorr sy $1.7 MILLion 
LACK OF FUNDS TO BUY EQUIPMENT RULES OUT OPENING IN MAY 
By James G. Deane 


Washington’s unfinished $22 million hospital center has run short of funds 
and apparently can’t be completed without a new appropriation from Congress, 
it was learned today. 

The fund lack already has made it certain that the new hospital can’t open 
on schedule. 

The General Services Administration, which is building the giant hospital proj- 
ect, has been asked by hospital authorities to seek a $1.7 million special supple- 
mental appropriation. A GSA spokesman said today the matter is under “posi- 
tive consideration,” but that no decision has been made yet. 


EQUIPMENT AFFECTED 


The lack of funds, Charles S. Dewey, hospital center president, told the Star 
today, does not involve direct construction, but the installation of equipment. 

Mr. Dewey said not enough money is left to finish equipping the hospital. 

He blamed the situation on an unexpected and drastic rise in costs. Asserting 
that the situation was “not anybody’s fault,” he said that equipment prices “have 
gone out of sight.” 

Originally it was expected that the 800-bed institution, located on a 47-acre 
tract on the grounds of the Soldiers’ Home could be equipped for about $1.7 
million—the same amount which the project is now short. 

But equipment costs have now exactly doubled since the original estimate, he 
explained. 

“It’s very inconvenient that it happens this way,” the hospital president said. 

Most actual construction work is almost finished, Mr. Dewey said. Originally, 
the new hospital was slated for completion in May. 


EARLIEST IS OCTOBER 


But the earliest that the big new plant can be ready now, Mr. Dewey said, 
is October. He added that this will depend on getting the necessary additional 
funds from Congress for the remaining unpurchased equipment. 

Three hospitals—Emergency, Episcopal, and Garfield—are waiting to move their 
operations into the new buildings. The Federal Government and the District are 
paying for the new hospital, to be the largest south of New York. 


Mr. Homer. That must be due to increases in labor costs primarily. 
Senator Krerauver. The president of the hospital center referred 


particularly to equipment costs. He blamed the situation on unex- 
pected and drastic rise in costs, asserting that the situation was “not 
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anybody’s fault.” He said, “The equipment prices have gone out of 
sight.” 

“Mr. Homer. Well, again, the steel component in those equipment 
prices is so small and the labor so large that I do not think that a 
small poe change would have made them go ahead or not go ahead 
with that job. I think a price change or price reduction would make 
practically no difference in the costs. 

Senator Krrauver. He said, further: “But equipment costs have 
now exactly doubled since the original estimate.” 

Mr. Homer. Well, that may be due to labor increases. I do not 
know. Certainly, it could not have been due to steel-price increases, 
because it is so infinitesimal-in the total, if that is what you are trying 
to infer. 

Senator Keravuver. You and Mr. Blough both blame labor for the 
increase in the cost of steel. And you are referring to labor as the 
reason for this 

Mr. Homer. We are not blaming them completely. There are other 
factors, Senator. 

Senator Keravuver. Just what part of your production cost is repre- 
sented by wages paid to workers covered by your United Steelworkers 
contract, Mr. Homer? 

Mr. Homer. Well, I do not know 

Senator Kerauver. Just what percentage of your costs? 

Mr. Homer. I do not know how you can determine that. 

Senator Kerauver. What percentage of your unit costs? 

Mr. Homer. About 65 percent of our steel plant employees, I would 
say, are in the steelworkers’ union. 

Senator Kerauver. What percentage of your unit cost of production 
of steel is paid to your United Steelworkers employees? 

Mr. Homer. I do not know how you can determine that. You mean 
the labor, the cost of labor ? 

Senator Kerauver. Yes; the labor costs. 

Mr. Homer. Just paid to the United Steelworkers. 

Senator Keravver. What of your production ? 

Mr. Homer. Members? 

Senator Kerauver. I mean your steel production workers; what 
percentage is that of your labor costs per ton of steel ? 

Mr. Homer. We have never figured it, Senator, and it would be 
almost impossible to do it, and I do not know what it would prove if 
you did. It would bea very fictitious figure. 

Senator Keravver. I will leave out the question of how many are 
included, of those in the steelworkers’ union. What part of your total 
cost of production of a ton of steel is represented by labor costs? You 
gentlemen must have it. 

Mr. Homer. Well, labor costs are about 39 percent. I think we 
gave that to you in my letter to you of August 1, 1957, where we 
broke down the elements of costs reflected in Bethlehem’s consoli- 
dated income statement for the year 1956, expressed in terms of per- 
centages of total costs. Employment costs, 39.4 percent. 

Senator Keravuver. That is the total employment, is it not? 

Mr. Homer. That is correct. Materials, supplies, freight, and 
other services, 47.1 percent. Depreciation and amortization, 4.7 per- 
cent. Interest and other charges, 0.5 percent. Taxes and other social 
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security taxes, 8.3 percent. That is, the total employment costs were 
39.4. 

Senator Keravver. All office employees and everybody else. Inci- 
dentally, that is about the same as United States Steel gave. So that 
your labor is approximately slightly over one-third of your production 
costs. 

Mr. Homer. The labor costs, the employment costs ? 

Senator Keravver. Employment costs. 

Mr. Homer. Well, 39 percent, 39.4 percent, I just gave it to you. 

Senator Keravuver. One point I would like also to make clear, Mr. 
Homer, is that on page 4 of your statement you gave your number 
of man-hours per ton of finished steel products as 18.9 man-hours. 

Mr. Homer. Yes. 

Senator Krerauver. That is for 1956? 

Mr. Homer. Yes. 

Senator Keravuver. During 1956 you had a strike, did you not? 

Mr. Homer. Yes. 

Senator Kerauver. A strike would cause that to be high, because of 
maintenance workers and caretakers and clerical force employed when 
you are not producing steel and things of that sort ? 

Mr. Homer. Well, that is a small element. A lot of those items that 
you are mentioning are not direct labor costs. There are no direct 
labor costs to speak of when you have a strike because there is no one 
working. 

Senator Kreravuver. You are talking about man-hours per ton? 

Mr. Homer. What we are talking about in this figure is the total 
man-hours that are affected by any increase in labor rates. Now, that 
includes not only direct labor but indirect labor, because all of our 
employees, as I have outlined before, are affected. 

Sesiehet Keravuver. Yes; that is what I am talking about. 

Mr. Homer. By an increase in labor rates that may be negotiated 
in a contract with the steelworkers union. 

Senator Keravver. So that these man-hours—— 

Mr. Homer. I have already explained that it covers practically all 
of the employees. 

Senator Kerauver. These man-hours that you refer to here cover 
not just your production workers but your caretakers, your book- 
keepers, Sctial workers, and employees of that sort, does it not ? 

Mr. Homer. It is all our labor hours. 

Senator Krrauver. They continue to work even though there is 
no 

Mr. Homer. That is the same basis that we calculate our amount of 
increase due to the labor contract which we have, 21.8 cents per hour. 

Senator Krerauver. My point was, Mr. Homer, that these other 
workers have to continue.to work and be paid even though the actual 
production workers may be on strike and no steel is being produced; 
is that not true ? 

Mr. Homer. Yes, that might be. 

Senator Keravver. So that your man-hours per ton would be in- 
flated during the time you have a strike? 

Mr. Homer. Well, just during that period they might be slightly 
inflated, but there is an average for the year, and I think that the 
effect is very small on the total throughout the year. 
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Senator Kerauver. The average for all companies made by the 
American Iron and Steel Institute, taken from the figures submitted 
by all the companies for the first quarter of 1957, was 15.5 man-hours 

r ton of steel, or more than 3 hours less than the figure you have 

ere. You are aware of that, are you not? 

Mr. Homer. I am aware of it and I think the answer to that is that 
it includes a lot of companies that are nonintegrated companies, who 
purchase a lot of their material. They do not produce, for instance, 
pig iron in blast furnaces; they have not a completely integrated oper- 
ation, so that the number of hours is less and it brings the average 
for the industry down. The real comparison in our case is with a 
fully integrated operation, which would be higher because there are 
more hours expended by the company, because they go way back to 
the mines and the operation of the blast furnaces in producing pig 
iron and coke ovens and open hearths and so forth, so that it includes 
more hours per ton. 

Senator Kerauver. We calculated it on three different bases for 
United States Steel and all of them came out to about the same figure, 
15.5 or 16 man-hours per ton. And since the largest producers are 
United States Steel and your company, I would think that this figure 
should be entitled to a good deal of credence. 

Anyway, to get on a little bit, Mr. Homer, Bethlehem’s profit rate 
generally has been higher than United States Steel; is that not cor- 
rect ? 

Mr. Homer. I did not understand your question Senator. Could I 
have it again ? 

Senator Kerauver. From the Federal Trade Commission we have 
the information in this table, which we will make a part of the record. 
It shows that by 10-year periods, excluding the war years, Bethle- 
hem’s profits have averaged higher than United States Steel’s for 
every decade except from 1920 to 1929. 

(The table referred to follows :) 


Comparison of average rates of return on stockholders’ investment, after taxes, 
10-year intervals, 1920-56, United States Steel and Bethlehem 











[Percent] 
United Bethlehem 
States Steel 
i lta are dtkhdec kh Seawrb ahbcuk Ubaoddadbdbdddadareahsthwdecotces 8.7 5.2 
re ee ao ndaanmedinnespawanekode Peactnnthidinianes 1.4 1.6 
RE 0G, Seo 5 eee lh Liven ilackacitoakbemeter 9.4 12.2 
Bs RE Sh eh ss Libba hb hip ake baon ee 11.5 14.2 


Source: Federal Trade Commission, 


Mr. Homer. On what rate, what basis is that ? 

Senator Keravuver. This is on the basis of net worth, one of the same 
bases you used in your statement. 

Mr. Homer. Well, I think—lI am very glad to know that. I hope 
thatistrue. I doubt it, but I hope it is true. 

Senator Keravver. I imagine you knew about it already, Mr. 
Homer. 

Mr. Homer. There may be some instances where we were ahead of 
them. 
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Senator Keravver. For instance, in the 1940’s, excluding the war 
years, United States Steel’s net profit was 9.4 percent, and yours was 
12.2. From 1953 to 1956, excluding the Korean years, United States 
Steel’s profit rate was 11.5 percent, and yours was 14.2 percent. 

Mr. Homer. That must be due to good management and good effi- 
ciency, Senator, I suppose. 

Senator Keravver. Then I hand you, also, to be made an exhibit, 
the underlying profit rates, year by year. Do you have that? 

Mr. Homer. Yes; I think I haveit. 

Senator Kreravuver. The same has been generally true most of the 
years except that, in 1956, strangely enough, you seem to have exactly 
the same profit rate as United ‘States Steel. But, in 1955, you were 
almost 1 percent ahead; in 1954, you were 4 percentage points ahead ; 
in 1953, you were 4 percentage points ahead ; in 1952, you were 21% 
percentage points ahead, and so on. 

(The table referred to follows :) 


Rates of return on stockholders’ investment for United States Steel Corp. and 
Bethlehem Steel Corp., after taxes, 1917-56 





re l l 








Year United | Bethlehem Year | United | Bethlehem 
| States Steel | Steel | States Steel | Steel 
1917__- | 27. 4 Fh 10. 2) een 7.0 | 6.6 
1918_ 15.5 10. 45) 10s ck web ccda test .6 | 1.1 
1919___ 8.7 RS) Fee... 8)" ) 5.2 
1920... 11.5 OB } 30M xc. hk -cseaizcs 0 7.5 | 10.3 
1921__- 4.2 Te i ee 8.2 | 7.2 
1922__ 500d 4.6 | £91 106 ea 4.9 6.0 
1923-.. 10.8 | $8 LOSS 6 oi dene ens dannap 4.3 7.5 
1924__ 8.4 ZO tee oe es 4.2} 8.1 
1925___- 8.6 WR ie cea 4.0 | 6.8 
1926... 10. 1 Be ke a 6.0 7.9 
1927__ 7.4 | ME VOICE Cs) Sse 10.0 | 9.2 
1928__ 9.0 0.67) 16 ge 10.5 | 14.9 
1929. . 12.6 | 9.2 9.4 | 14.4 
SID asa tne snn one 5.8 | 4.4 11.8 15.9 
1931_- at 0 10.5 | 12.6 
1932. -_ 14.1 | 13.9 7.6 | 10.1 
BOP. cnennncapconni 12.2! 11.8 9.9 | 13.9 
1934... 11.3 | 1 8.3 12.7 
MIB. sintedccesoessnad 1 9 14.8 | 15.5 
ass dite crap acakl 3.8 | 2.9 12.8 12.8 





1 Denotes loss, 
Source: Federal Trade Commission. 


Senator Kerauver. So, my question is, Mr. Homer, in view of the 
fact that your profit rate has generally been better than that of United 
States Steel, why do you have to charge the same prices? Why can 
you not give the customer the benefit of your apparent greater ef- 
ficiency as indicated by your higher profit rate? 

Mr. Homer. Well, we sell at the competitive price, Senator, and if 
that results in our making a better valeanaie than our competitor, 
that pleases us very much and pleases our stockholders, and makes a 
much better situation. 

Those are some of the things I talked about yesterday, where we 
have many competitive situations and are striving to improve in all 
respects, and if, after you sum it all up, we find that we end up with 
a little better result than our competitor, based on getting business 
on a competitive basis in the competitive market, that is fine; that is 
what we are trying to do. 
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We would like to be better than the other fellow. I do not see that 
that is any reason whatsoever that there should be any reduction in 
prices because of that. 

Senator Keravver. Mr. Homer, the thing is—— 

Mr. Homer. We go out and get business at the competitive level, 
and we make a better performance than somebody else, fine; fine. 

Senator Keravuver. Mr. Homer, you could make the same profit rate 
as United States Steel with a lower price. Why do you not give 
the customer the benefit of that lower price? 

Mr. Homer. Well, I doubt if your statement is correct, because if 
we should lower our price, then it would be met by our competitors, 
and that would drop their profit so that we would still be right back 
to the same price, relatively, because our efficiencies were diflerent. 

Senator Keravver. Would that not be good competition? Would 
that not be in the public interest? You made quite a point about how 
someone had invested 

Mr. Homer. Well, you could carry 

Senator Keravver. Just a minute, Mr. Homer. 

You made quite a point how, if somebody had invested $500 or $5,000 
in a share of stock one time, it would be worth, as I remember it, 10 
times as much now. 

We had an example from United States Steel that if somebody had 
invested $10,000 in 1946, it would be worth $62,000, plus about 
$14,000 worth of dividends. 

So it seems to me even if you force your company down to United 
States Steel’s profit level, that would be fulfilling a public trust of 
giving the consumer of steel a little break, and your profits would still 

e adequate. 

Mr. Homer. Then you can carry it on to the point where you would 
not be making any money, if you do embark on that process. 

Senator Kerauver. Nobody is talking about that. 

Mr. Homer. If you embark on that process, step by step, you will 
end up without making any money at all. That certainly would not 
be in anybody’s interest. 

Senator Keravver. I am not advocating that. 

Mr. Homer. No matter how you come down, you will still be ahead 
of them. 

Senator Kerauver. But the trouble is, Mr. Homer, you are oper- 
ating under the umbrella of those who are not as efficient as you, as 
indicated by the profit figures. If you would lower your prices, which 
might bring your profits down a little bit, not much, then the in- 
efficient ae have to get more efficient or they would fall by the way- 
side, and that would be true competition. 

Mr. Homer. Well, maybe that is what has existed up to the present 
time, and people have gone as low as they possibly could today and 
still make a reasonable return on the investment. 

As I pointed out yesterday, we still think we are low in relation to 
average manufacturing. Now, you keep on going down competi- 
tively, and you all end up by making no money at all. That is not 
doing anyone any good at all. 

And if we are more efficient than a competitor, we are going to be 
more efficient whether we are operating at zero profit or at 7 or 8 
percent profit on your return. There would still be that difference. 


That difference would still exist. 
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Now, maybe the other companies will improve their efficiency, but 
maybe they have already done it. Maybe that is why we are where 
we are today, that they have been coming down, they have been im- 
proving their efficiency all the time now. 

I cannot see that you would get anywhere at all by a process such 
as you are suggesting, because one company is more efficient than the 
other. You are, in effect, saying that to be efficient is a bad thing, 
because you want to turn around and give a lower price, and then 
your competitors meet that, and then the next time you give them 
another one, and pretty soon you end up with a Zero proposition. 

Senator Krerauver. Mr. Homer, I am not saying that at all, and I 
want Bethlehem Steel and all the steel com panies, particularly if they 
are efficient, to make good profits and Tond dividends for their stock- 
holders. 

But I do not think the public should be denied the benefits of the 
efficient companies; that is, if you can earn a good return for your 
stockholders, and pay your management, your officers and directors, 
well, as you have a doing, and reduce prices to give the buyers of 
steel a Hitle lower price, then I think the public ‘interest would be 
served. The inefficient would have to become more efficient. Is that 
not what competition means ? 

Mr. Homer. We have it today, Senator. We have it today 

Senator Kerauver. But you have not reduced your prices. You 
have been raising your prices to get under the umbrella of the less 
efficient. 

Mr. Homer. Well, Senator, let us assume that we did reduce our 
price. Then what happens to our competition? They reduce their 
price to where we are. 

Senator Kerauver. Would that not be all right? 

Mr. Homer. Then we are still ahead of them. So you are right 
where you are now. 

Senator Kerauver. Maybe they would not, but anyway, you would 
still be making a good profit, you would still be paying good salaries, 
and the public would be getting a little break. 

Mr. Homer. Well, you speak of the public as being the customer, I 
guess. I do not know, but the stockholder is also a part of the public. 
The ability to serve the country as a whole is another function—our 
national defense, our Government, and so forth—and you have got to 
be able, Senator, to make a reasonable profit if you are going to serve 
your stockholders and the people who put money into your business 
and expect a reasonable return. 

And if you keep going at the process you are suggesting, of cutting 
down and cutting down, pretty soon no one gets ‘anything out of it, 
and we are not able to maintain our plants, even though we may be 
efficient ; we have no money left to do the job that we have got to do, 
as I outlined in my statement yesterday. 

And somewhere there has to be a level, which we think is today too 
low. We ought to be higher than we are now in our earnings to be 
really competitiy e in the money market and to be really doing | the job 
for expansion in the future that we see ahead we have got t to do. 
That is our great problem, 

Your suggestion is a route that is disastrous, as I see it, for any in- 
dustry to go, and you will end up that the last one to be in the busi- 
ness will be the most efficient one, and the rest of them will be out, and 
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you will have a monopoly with one company supplying our country 
with whatever steel they can supply them, and it will not be enough, 
and the rest of them will be out. of business. 

That is not what we want. 

Senator Kreravuver. Mr. Homer, you have presented your philos- 
ophy. Now if I may reply. 

Steel is certainly directly connected with the public interest. We 
are not dealing with something which people can do without or the 
Government can do without. We are interested in preserving our free 
enterprise system, and this philosophy of keeping prices high, even 
though you do not need to keep them that high in order to make a 
reasonable profit, of not reducing prices where you are the leader, 
where you are making more profit than the others, is coming in for 
criticism. It is going to come in for more criticism as time goes 
on, because we are dealing with something that the public is tre- 
mendously interested in. 

You have already heard Senator O’Mahoney yesterday say that he 
has been working for a bill here for a long, long time, which I am not 
peroonny in favor of at this time, to have Federal supervision and a 

ederal charter for large companies vested with a public interest. I 
may say the business of keeping your prices up, regardless of efficiency 
and profit, is an argument that can be used strongly in favor of 
Senator O’Mahoney’s proposal. 

There is nowhere else that people can get steel except from these 
same companies, and if you companies raise prices, and you all raise 
them about the same, and do not reduce them where you can, I do not 
think the public is being given sufficient consideration. 

If you want to comment on that, I would be glad to hear you. 

Mr. Homer. Yes, I would, Senator. 

Are you aaa that the profits in the steel industry are un- 
reasonably high? 1 think the statistics indicate that that is not so; 
that the average return on investment is below the average for manu- 
facturing industry. 

Certainly the price of steel around 7 cents a pound is a very low 
price for a product of that type. 

If you feel that we are trending toward a situation that you out- 
line where maybe, as Senator O’Mahoney may have suggested, we 
are trending toward a situation where the steel industry is not serv- 
ing the Nation as it should, certainly the route that you are suggesting, 
of lowering the prices, will not do anything, in my opinion, other 
than to drive the industry right into that particular situation, be- 
cause of the fact that they will not be able to survive and they will 
not be able to take care of the re reir gaan in this country. 

It certainly will not be a profitable venture if you go that route. 

Now, you speak of competition. We are competing with other ma- 
terials. We are competing with many items that are keeping the 
competitive level, the prices on competitive materials, in range with 
each other. 

And if you think that we operate on the assumption that, as you 
suggested, all we do is just put our prices up without any regard 
whatsoever for our competitive situation, you are quite wrong. __ 

We have to face the competitive picture of other materials all the 
time, and the level that prices have arrived at today is the result of 
competitive conditions in the overall picture; and that competitive 
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situation is not only pricing. It is a question of the competition, as I 
outlined, for money, investment, and so forth; the competition of 
other materials, and the competition of the various parts that go into 
the making up of our production organization—labor, stockholders 
and the customers, and the public-at-large. 

As I outlined yesterday, that is something that we are contending 
with all the time, and we will arrive at a situation where most of 
them are pretty much in balance. 

But once in a while we will get one that is a little out of balance, 
and it forces situations such as has occurred in this price increase 
that we were forced to put in in July to take care of increases in costs, 
that were above the savings that we could make in productivity. 

And that process, as far as I can see, is going to continue as long 
as we get pressure on the part of any one of those competitive factors 
so strong that it is going to force an inflated level in order to take care 
of that particular situation. 

But I certainly do not feel that a reduction in prices would accom- 
lish any of the things that you are hoping it might accomplish. In 
act, I think it would work the other way, and that the level of profits 

in the steel industry is not at the high level that you imply it is, where 
there is a lot of room for moving downward. 

I think we have already moved downward. I think we are strug- 
gling to keep up to where we ought to be in order to survive, and that 
is the great task that we have ahead of us. 

And that is why we are striving to be as efficient as we possibly 
can. If Bethlehem showed a little bit better performance than any- 
body else, that may be because the results show we have been a little 
more successful than anybody else. 

And, if that is so, fine. That is what we are supposed to do if we 
can possibly do it, but still operating on a strictly competitive basis 
as far as the sale of steel is concerned and the service to the country 
of a sufficient tonnage to take care of the requirements that the public 
needs and that the future may need; and in order to go into the future 
and expand as we have in the past, you have got to have money to do 
it. And if you cannot, we will have an unprofitable operation. 

Certainly we are not at any point, in my opinion, where we can 
afford to do what you suggest, and reduce earnings to the point where 
we are jeopardizing the ability to operate successfully and expand in 
the future. 

It is nothing more than I outlined yesterday, and it is just more or 
less a repetition of the story I gave you yesterday morning. 

Senator Kerauver. Mr. Homer, I had always thought that the 
essence of competition in America is that business should go to the 
mere efficient company, and that at the same time other companies 
would have to make themselves equally efficient, all of which would 
be in the public interest. 

So the question remains, even though in several of these items you 
are the leading producer, and you are the more efficient company, 
apparently you let a less efficient company set your prices. I have 
never understood that to be the kind of competition that we believed 
in and worked for in this country. 

Mr. Homer. I think the question resolves itself down to the fact 
that it is the marginal operation of any company or plant that really 
establishes the price level, and they are the high-cost operation. And 
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if they cannot survive at a certain price level, they go out of business. 

Now, that price level is pretty much established by the marginal 
producer. If you want to talk theory about this as to why prices get 
to where they do, I think you have got to go back to the theory of 
marginal operation, because I think that really controls the level of 

rices. 
. Senator Keravuver. Do I understand you, Mr. Homer—— 

Mr. Homer. If you operate on the basis that you are suggesting, 
where you come down in price and it keeps going down and down and 
down, pretty soon the marginal producers—and they will be gener- 
ated more and more as you go down—will go out of business, and 
you will just end up eventually in a place where you just do not have 
anybody in the steel industry, on the theory that you have suggested 
should be the way we should operate, which I do not agree is the way 
we should operate. 

And so, today we have established maybe a series of marginal 
operations in companies that may not be quite as efficient, but they 
are in the business, and they establish the price level because of their 
cost situation. 

If you go below that, they cannot survive; and when you get to 
have a large demand for a product and you do not have enough people 
in the business, then the demand is so great that maybe your price level 
would have to rise—this is the theory of it—and your marginal pro- 
ducers can afford to come back in again, and you meet that require- 
ment. 

But always the low price is established by the cost of operation of 
the marginal producer, not the efficient man, not the efficient company. 
The competitive price is established by the marginal producer. 

Senator Keravuver. I must say, Mr. Homer, that is a new philosophy 
that I never heard urged until this steel hearing, that American 
business should be run on the basis of the prices set by the marginal 
producers in industries which are not in a state of free competition, 
and that the more efficient should then be entitled to make larger 
profits over and above the marginal producers without lowering their 
prices for the benefit of the public. 

Mr. Homer. Well, the theory of marginal operator, marginal pro- 
ducer, is not a new theory, by any means. I cannot claim that, be- 
cause I was taught it in school back in 1915 and it was part of a course 
of economics that I took at that time. 

Now, there is nothing new about it, Senator, and your competitive 
price level generally is established by a marginal producer. 

If you do not operate on that basis, you eventually get to a point 
where you have monopoly, because if you keep the most efficient pro- 
ducer cutting prices every time that he has a little margin in there 
or makes a little money, he drives out of business the rest of the pro- 
ducers, and you end up with a monopoly. 

Now, that is the theory of it, and it is not a new theory at all. It 
is not a new theory at all. 

But the surest way to drive us into Government operation or public 
ownership of the steel industry is to operate on the basis that you 
suggest, as I see it, because you are going to gradually get down to the 
point where no one is able to stay in the business, and then who is going 
to take care of it? 
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Senator Keracver. Of course, Mr. Homer, I think the theory you 
are talking about is based on a model that does not exist in the steel 
industry, because there is no relatively free entry into the steel in- 
dustry, and 

Mr. Homer. I think we can give you statistics on that to show you 
the growth in the industry. Certainly there have been companies 
coming into the steel industry year after year. They must have. 

I am quite sure that if you go back and examine the statistics, you 
will find that in the old days, the steel corporation had a very high 
percentage of the total production, and that has been going down 
materially. 

So there must have been new capacity coming in all the time. 

Senator Kerauver. What large companies have come into the in- 
dustry in the last 20 years, Mr. Homer 

Mr. Homer. Twenty years? Well, there have been some combi- 
nations that have increased. 

Senator Kerauver. I do not mean combinations. I mean what 
new and substantial companies have come into the industry in the last 
20 years? 

Mr. Homer. Well, it is a matter of growth, Senator. Some of 
these companies have come in in a very small way, and have grown 
and expanded or merged with others and grown up the way Beth- 
lehem lid. 

We did that. We started with about 200,000 tons, and we are up 
to 20,500,000 today. 

Senator Kerauver. Mr. Homer, will you go back and check the 
record and give us the names, not of the companies that have enlarged 
their production—all of you have enlarged your production—but of 
the new companies which have come into the industry in any sub- 
stantial way in the last 20 years? 

Mr. Homer. In the last 20 years? We would be glad to do that, 
Senator. 

Senator Kerauver. And what companies have gone out of business 
of a substantial nature in the last 20 years. 

Mr. Homer. We would be glad to look that information up and 
submit it to you. 

(The information referred to may be found in the appendix on 
p. 1535.) 

Senator Kerauver. I think it will show there is very little free 
entry into the steel industry. 

Mr. Homer. Well, we do not have the figures yet, and I do not 
know how you can draw a conclusion until you see them. I am 
quite sure that we have had growth and expansion in the industry. 

Senator Kerauver. Yes, I know you have had growth and expan- 
sion, but in my brief reading about it, I do not "know of any sub- 
stantial companies that have entered the industry in the last 20 years. 
I do not know of any substantial companies which have gone out 
of the industry in the last 20 years except by merger. 

Mr. Homer. Well, there have been some that have come in. Kaiser 
has come in on the west coast, a completely new operation; McClouth 
in Detroit; Lone Star down in Texas. I can pick out a few of those; 
and they grow, they are all expanding. 

Senator Krravver. Of course, companies like Kaiser were put in 
by the Government largely for war purposes. 
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Mr. Homer. But nevertheless, they are companies which have come 
in and, within the period you have mentioned, they have become active 
steel companies, active producers. 

Senator Kerauver. The Government built Kaiser’s plant. I was 
talking about those that came in on a free-enterprise basis. 

Mr. Homer. Well, maybe it was started by the Government, I do 
not know. We would have to look into and examine each situation. 
But they may be financed by a Government agency or something of 
that kind, but a lot of these Government facilities have been pur- 
chased, taken over, and now operated by the steel companies as part 
of their own facilities, for which they paid the Government. 

Senator Keravver. When you have bid on Government business, 
why do you not give the Government the benefit of your better 
efficiency? For instance, I hand you a table, Mr. Homer, containing 
two examples taken from the Navy Department, August 1955. The 
Navy Department opened bids on steel hull plates, high tensile, grade 
HT black. The pricing was on an f. 0. b. basis. The following identi- 
cal bids, one of which was from Bethlehem Steel, were received. 
Your bids were identical with Lukens and on the items on which they 
bid with Colorado Fuel & Iron. 

February 10, 1956, the Navy Department opened bids on steel hull 
plates, flat type 1, and your bids were identical with bids of the 
United States Steel on all items. 

How does that happen on these particular products of which the 
Government was the purchaser? Why could not you have given the 
Government the benefit of your better efficiency ? 

(The table referred to follows :) 


IDENTICAL Bins INVOLVING BETHLEHEM STEEL Corp. 


On August 15, 1955, the Navy Department opened bids on steel hull plates, 
high tensile, grade HT, black. Pricing was on an f. o. b. basis. The following 
identical bids, one of which was by Bethlehem Steel Corp., were received: 


Item Bethlehem Colorado Lukens 


Fuel & Iron 
Ske diaaanatimbedertbawstebaunss dunne sean en demcente aes $0. 0820 $0. 0820 $0. 0820 
Pbk Atletb eb kns ceeme eel ais 1 ee eb ein sd . 0820 . 0820 . 0820 
i ee tn ain al een em obinat <li ri . 0760 
Dabibaneapectihsliubighihak tub bbiedewudcddududbutbohooudds at SEE Bdacitticbodte . O785 
eR ctth sh hd meek bile iin Gh cht dab idan tiekntaséamedesigbocta sare 3 re . 0735 
tea a ee ee a Ne maton . 0805 . 0805 . 0805 


Gag pod pidhe Chmkipnphenian pho evekbotmnvibittncbbangesey bORRD | canucceddsedes - 0820 





On February 10, 1956, the Navy Department opened bids on steel hull plates, 
black, type 1. Pricing was on anf. o. b. basis. The following identical bids, one of 
which was by Bethlehem, were received : 











Item Bethlehem | United States 
Steel 

Ea $0. 0720 $0. 0720 
eth Rhee Pecks tdden eaiad es abalch bs seb tlic dd ibbbs dda d ded ben ereudhiicabda ? . 0650 . 0650 
RE SF ES POR a ae ee ee eae eee ee . 0640 | . 0640 
SS. ee ee See eet hee ST eS Peres, tee, . 0590 | . 0590 
Cireisin Sdn athtedens ph tnitlahh 03> cb <nunthdiak <n deoddbes Loan oh . 1025 | . 1025 
ia aS ee le a, me mal aaa } . 0945 | . 0945 


Pbbbbatieedac ds itd baskbascs chbaatnase 3 sad ab High Aw : - 0930 | . 0930 


Source: Department of the Navy. 
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Mr. Homer. Senator, I believe I answered that question in my letter 
to you or to Mr. Dixon of October 11, 1957, in response to the request 
from him to explain such a situation, and I think under the circum- 
stances, I had better read that, the paragraph in my letter that refers 
to that particular situation. And I will quote it: 

I assume that by matched bids to the Government by various manufacturers 
of steel products, you mean to refer to situations where two or more producers 
of a steel product have offered to sell it to the Government at the same price 
for delivery to the same place. I am advised that such instances are of infre- 
quent occurrence, but when they do occur, I would suppose it was because 
(a) each steel producer generally knows his competitors’ f. 0. b. mill price for 
a particular product; (0) transportation charges from producing mills to places 
of delivery to Government agencies are likewise generally known; and (c) a 
producer who wishes to submit a bid to sell such a product to a Government 
agency can therefore generally estimate approximately what his competitors will 
bid. In the light of those facts, it would not be surprising if in some instances 
competitors’ prices happened to be identical. 

In the case of a proposed bid to the Government where we can estimate, as 
described above, that our f. o. b. mill price plus transportation charges would 
result in a delivered cost to the Government higher than would be the case if it 
bought elsewhere, we will, if we deem it desirable to obtain the business, quote 
on a delivered price basis which we estimate is not higher than could be obtained 
from a competitor. 


Senator Keravuver. Mr. Homer, these 

Mr. Homer. I notice all these prices that you have given us here on 
this sheet of identical bids are on an f. o. b. basis, is that correct ? 

Senator Krrauver. The second one seems to be a delivered price. 

Mr. Homer. The second one—it says pricing was on an f. o. b. basis. 
This is another one. I donot have the other one. 

This other one does have a delivered price. But I have explained 
both situations, I think. 

Senator Krrauver. We had figures on United States Steel on a 
delivered basis which we got from the Department of Justice-—— 

Mr. Homer. On the second sheet—this just involves the Steel Corp., 
this other sheet. There is only one involving Bethlehem here that I 
have. 

Senator Krravuver. Yes; that is right. Mr. Homer, these are sup- 
posed to be secret bids. How do you know exactly what the other 
fellow is going to bid? 

Mr. Homer. We do not know, but we have a chance of estimating it. 
We may know pretty well what his f. o. b. price is at the mill. Usually 
those figures are published or become known, and we only hit it once 
in a while, as far as I can make out. It is rather infrequent. But 
we estimate on a delivered price basis, where we estimate or try to 
estimate what the delivered costs will be. Sometimes we hit it but a 
lot of times we do not. That is the competition. We try to hit it as 
closely as we can. If we are high, we do not get the business. 

Senator Krrauver. You say that is competition, estimating ex- 
actly what their bids are going to be? 

Mr. Homer. Well, the competition is endeavoring to get a price 
which will take the business. And if you happen to hit the same price 
the other fellow has figured out, that is the result of competition and 
trying to meet the competitive level. 

Senator Keravver. You would not say that these prices here—— 

Mr. Homer. It is an estimate. We do not know when we put it in 
whether we are going to get the business or not. 
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Senator Krravver. Do you mean, Mr. Homer, that figuring identi- 
cal prices down to the last ten-thousandth is guesswork and that 
you put a figure in there that you thought would make your price 
lower than the other fellow’s in order to get the business? 

Mr. Homer. It might happen once in a while. 

Senator Kerauver. Sir? 

Mr. Homer. It might happen once in a while. 

Senator Krrauver. Really, how does it happen that your figure 
equals the other prices down to ten-thousandths of a cent? 

Mr. Homer. Well, I suppose it might be answered in the same way 
you answer the fact that on a sheet you just gave me a few minutes 
ago, the corporation and Bethlehem had the same profit. It just hap- 
pened that way. 

Senator Keravver. You mean this just happened ? 

Mr. Homer. That is right. We are making an estimate of what 
the other fellow is going to do. Sometimes we are wrong. Once in 
a while we hit it. That is competition. That is what you do when you 
put in a price and compete for business. 

Senator Krravver. I still do not understand how on this second bid 
here, Mr. Homer, for instance, there were all these various items, and 
you were trying to get the business—how you came up with precisely 
the same price that United States Steel had, just by accident. 

Mr. Homer. Are you referring to this sheet, identical bids involv- 
ing Bethlehem Steel Corp., Senator? 

Senator Kerauver. Yes, sir. 

Mr. Homer. Those are mill-base prices and they are quoted ; they are 
published prices. 

Senator Krravver. If you are trying to get the business and give 
the Government a break, why would you not lower your price ? 

Mr. Homer. Because the Robinson-Fatman Act will not let us, 
unless we extend that to everybody else. 

Senator Krravver. Mr. Homer, the Robinson-Patman Act does not 
apply to Government contracts. 

Mr. Homer. We have an established mill-base price that we extend 
to all the customers, and so when we quote to the Government, we 
quote the mill-base price. Now, somebody else has a mill-base price 
that may be the same as ours. 

Senator Kerauver. Here you mean that you feel, in order to com- 
ply with the law, you have to have the identical prices that the other 
companies have? 

Mr. Homer. I beg your pardon, Senator? 

Senator Krravver. Do you mean in order to comply with the law 
you feel you cannot give the Government a lower price than you give 
to somebody else ? 

Mr. Homer. No. 

Senator Keravver. Then why did you not give them a lower price? 

Mr. Homer. Because we wanted to—in this particular case we gave 
them, as I understand it, our f. 0. b. mill base. That is the basis on 
which we price our products. 

Senator Kerauver. You make no special concession to the Goy- 
ernment ? 

Mr. Homer. Well, apparently in this particular instance we did not. 

Senator Keravver. Is that your general policy ? 
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Mr. Homer. Well, generally, I would say probably we would quote 
an f. o. b. mill price to ev erybody, yes; that is what we do in general 
practice. 

Senator Krerauver. You would quote the Government, regardless 
of how much they are going to buy, the same price as everybody else ? 

Mr. Homer. Would the Government what, Senator ? 

Senator Kerauver. Regardless of how much they buy, you quote 
the same price to the Government as you do a smaller customer ¢ 

Mr. Homer. Yes; we have the same mill-base price regardless of 
quantity. 

Senator Krrauver. How does it come about that both you and 
United States Steel have the same f. o. b. prices on these items down 
to ten-thousandths of a cent a pound? How does that come about? 

Mr. Homer. Well, the reason, I do not think there is anything sig- 
nificant about the fact that it comes out the same to the thousandth, 
a fourth decimal point, because you are dividing a price in dollars per 
ton by the number of pounds which is a large ‘figure and it brings it 
way down. There is nothing significant in that. You multiply it 
by 2,000 pounds and you will eet, or a long ton, 2,240, and you will get 
a price per ton, but this is a “mill-base price. 

Senator Keravver. As I understand your bid 

Mr. Homer. On a pound basis, and if you want to carry it out to 
50 decimal places, why, if it will go that far, why, there is no reason 
why you should not ‘do it. 

Senator Keravuver. Very well. It is 12:15 now. We will stand in 
recess until 2: 30. 

(Whereupon, at 12:15 p. m., a luncheon recess was taken until 
2:30 p.m.) 





AFTERNOON SESSION 


Senator Krerauver. We will get started now. 

Mr. Homer, you stated this morning that you did have a statement 
prepared in response to Senator O’ Mahoney’ s question of yesterday in 
which he made a suggestion that you think things over and see if you 
could not come back and give the good news that you were going to 
initiate a price decrease in the price of steel. You very kindly s said 
you would study the matter overnight and report back today. This 
morning you indicated that you would rather wait until Senator 
OQ’ Mahoney came. It is possible he may not get back this afternoon, 
and we do want to try to complete these hearings this afternoon. So 
all of us are awaiting with a great deal of interest the response you 
have to the suggestion. We would be glad if you would make it at 
this time. 

Mr. Homer. All right, Mr. Chairman. 

I think I will refer back to the request that Senator O’Mahoney 
made yesterday when he stated that it appeared to him that Bethelem, 
at its present 90 percent operating rate, would produce this year sub- 
stantially more steel than we produced in any year prior to 1951, 
and he asked whether Bethlehem was not now in a position to cut the 
prices of its steel products. 

We have given careful consideration to this question, and the con- 
clusions we have reached have confirmed our earlier thinking: that 
we cannot afford to reduce the price of our products at the present 
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time. The reasons are basically those to which I referred in my pre- 
pared statement yesterday morning. We have been struggling for 
many years to increase our return on net assets up to the average profit 
ratio realized by all manufacturing industry in the United States. 
Last year we almost made it, but not quite. ‘This year our costs have 
increased substantially, and we are already faced with the necessity of 
absorbing over $35 million a year in those costs. We do not think that 
we should further decrease our earnings by a price reduction. 

Let us assume, for the sake of discussions only, that we were to re- 
duce our prices now by an average of $5 a ton. The resultant decrease 
in our gross revenues, plus the $35 million we have already been ab- 
sorbing, would reduce our net profits, before taxes, by more than 
$100 million, or about $50 million after taxes. 

We do not now know, nor can we estimate, exactly how bad an 
effect that would have on our net earnings this year. We do know, 
however, that it would be very bad. 

Last year our net profits were a little over $160 million. 

Senator Keravver. Is that after taxes or before ? 

Mr. Homer. That is before—no; net. That is net, after taxes, 
Senator. Last year our net profit 

Senator Keravver. I did not understand that figure. 

Mr. Homer. Last year, our net profits were a little over $160 mil- 
lion; and if we had reduced them by $50 million, our return on reve- 
nues would have been reduced from 6.9 percent to 4.7 percent, and our 
net assets from 13.6 percent to 9.4 percent. 

The hypothetical $5 a ton reduction would not only weaken our 
financial position substantially, but it would seriously endanger our 
ability to keep Bethlehem financially healthy and able to expand and 
to plan and carry out long-term projects. Furthermore, we do not 
think that it would produce any good results. As my prepared state- 
ment yesterday made clear, the price of our steel is already so low that 
a $5 a ton reduction would not have any substantial effect on the prices 
of the finished goods made from our steel products. That being so, I 
do not think that such a reduction would, and I quote, “help to start a 
downturn in the price of all commodities,” which is what Senator 
O’Mahoney is apparently seeking to accomplish. 

If we could reasonably anticipate that such a downturn would 
occur and that it would result in an overall reduction in the costs of 
the materials and services we buy which would balance the decreases 
in our revenues, that might be a different story. 

But as things are, we just do not think that any such reduction would 
occur. And we cannot afford to reduce our prices on the off chance 
that our costs would thereby be correspondingly reduced. 

That is the end of my response to Senator O’Mahoney’s question of 
yesterday, Mr. Chairman. 

Senator Keravuver. Thank you, Mr. Homer. 

I have taken too much time, and I want Senator Dirksen to ask 
questions as soon as possible, but there are just 1 or 2 questions in 
connection with your response about decreasing the price of steel. 
Senator O’Mahoney, of course, did not suggest any particular amount 
of decrease. He did not suggest $5 aton. He just expressed the hope 
that there could be some reduction and a feeling that your financial 
position would justify some reduction. But, Mr. Homer, you state 
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here that $5 a ton decrease would bring your percentage of profit, after 
taxes, on net worth down from 13.6 to 9.4; 9.4 percent is not a bad 
return, is it ? 

Mr. Homer. Well, the average is around 15.9, I think—I mean 13.9 
average for all manufacturing industry. 

Senator Keravuver. Do you not think that might be offset to some 
extent by increased business that you would get ? 

Mr. Homer. No; we do not, Senator. Our considered opinion at 
the present time is that it would not stimulate enough business to make 
up any difference of that kind. In fact, I said that at the beginning. 

Senator Keravver. I should like to ask how you arrived at that 
conclusion, since so far as I can see in the record here, you have never 
tried it. You have never tried a reduction. 

Mr. Homer. Well, my statement that I made yesterday morning 
endeavored to explain that particular point. I would be glad to go 
back over it again and repeat it, but I believe that is our answer to 
the situation. 

Senator Keravuver. Then do you not feel that a small reduction 
might enable you to get your percentage of capacity up from 90 percent 
to some larger amount so that would make up for some of the decrease? 

Mr. Homer. Well, a small amount would have less effect in creating 
any demand. 

Senator Krravver. Do you not feel that, just like an increase in 
the price of steel is reflected all through the economy in the things you 
have to buy, the machinery that you have to purchase, the freight rate 
that you have to pay—of course, railroads buy rails and make their 
engines out of steel—that your supply costs might decrease to some 
extent? 

Mr. Homer. No. We feel that it would be an insignificant amount 
in the economy and not sufficient to cause any change in the situation 
as far as we can determine at the present time. 

Senator Keravver. You do not feel—and I want to go into this mat- 
ter later—that the 25 percent reduction in the price of scrap since your 
increase in 1956 would justify some reduction in your price of fin- 
ished product at this time ? 

Mr. Homer. No, we do not. We give consideration to any of the 
elements of our costs, and, of course, scrap is just one of them. 

Senator Keravuver. We will go into the scrap matter in more detail 
at a later time. 

Finally, Mr. Homer, I must confess I am a little confused and un- 
able to follow you on one point. You have said this morning and yes- 
terday that you felt that the increase, to justify your increased costs, 
would have been $8 a ton, $8 and some odd cents, but that you did not 
raise your price $8 because you felt that would not be competitive. 
I assumed you felt you might lose business if you raised it $8 a ton. 
Was that your statement ? 

Mr. Homer. I believe that is correct. I believe that is a correct 
statement: that we felt that if we went above the competitive level, 
which was about a $5.20 increase, that we would lose business because 
we would be above the competitive level in prices. 

Senator Keravuver. If you lose business when you go above the com- 
petitive level, why do you not think you would gain business if you 
went below the competitive level ? 
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Mr. Homer. Well, our competitors, if we went below, as I explained 
this morning, follow us down; so that we would still be at the same 
competitive level but at a lower basis as far as profits went. 

Senator Kerauver. How do you know they would follow you down 
when you have never reduced prices ¢ 

Mr. Homer. They would then lose business. 

Senator Kerauver. Would that be a bad thing for you? 

Mr. Homer. Yes, we would be losing profits and would not gain 
any business. 

Senator Kerauver. You said they would be losing business. 

Mr. Homer. I beg pardon? 

Senator Kerauver. You are the leader in many products here. 

Mr. Homer. Well, they would follow us down. 

Senator Keravuver. You say if you reduced your price, they would 
follow you down. You have never done so. How can you say that 
with authority ? 

Mr. Homer. Well, we have had instances where we have had our 
competitive prices you might say met by our competitor, certainly. 
There is not any doubt, and I have no doubt that they would follow 
us down. They would be foolish if they did not. Those are pretty 
much the facts of life, Senator. 

Senator Keravver. I understood from 

Mr. Homer. If we had a similar situation where they would go 
down, we would have to follow them down, also. 

Senator Kerauver. I understood from Mr. Grace’s testimony, and 
I got the same inference from yours, that when United States Steel 
went up, you followed them up. When they went down, you followed 
them down. 

I wondered, if you would try on your major products to have a little 
lower price, even if they did follow you down, why that would be 
such a bad thing? 

Mr. Homer. Well, we have not accomplished anything by it, Sena- 
tor. We do not get any more business and we end up with less profit. 

Senator Kerauver. I know. But you have helped the consumer to 
some extent. 

Mr. Homer. Well, I do not know how we could in that respect, 
except a very nominal small amount as I explained this morning. 
On an automobile, it would be $10, which might be the equivalent 
of a $5 reduction in price. I do not know how much that would help 
the automobile companies in selling automobiles. But as I said be- 
fore, I doubt if that would create a large demand for automobiles 
that would increase the amount of steel that the automobile companies 
would order from us. 

Senator Keravver. All right. Senator Dirksen, do you wish to 
ask questions ? 

Senator Dirksen. Mr. Homer, was that in 1937 or 1939 that Mr. 
Grace testified before the TNEC ? 

Mr. Homer. I do not know, Senator. I was not there. All I have 
had is somebody quoted some statement that he had made from some 
testimony. Idonothaveit. Idonot know. 

Senator Dirksen. If it was 1939, then the year before that, United 
States Steel’s return to the stockholders was only six-tenths of 1 per- 
cent, and your return was only 1.1 percent. So you had to hug pretty 
closely at that time. 
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Mr. Homer. It sounds like we are right on the margin. 

Senator Dirksen. Here is about 

Mr. Homer. We were one of those marginal operators, I guess, 
about that time. 

Senator Dirr«sen. I got very curious about generating additional 
business by dropping prices and what that may imply. Here is a 
little story out of the Chicago Magazine of Commerce just very re- 
cently. It indicates that the T hompson Products Co., an operating 
company in Chicago, had purchased a lathe in 1942 for $12,000. It 
finally got to the point where it would not do the work any more so 
they had to get a new one. They sold the old one for $1,000, and they 
laid by for depreciation under it $12,000, so they had $13,000 with 
which to replace a $12,000 lathe purchased in 1942. Identically now 
it cost $31,000. If they wanted attachments to it to make it an effi- 
cient piece of machinery, it would cost them $67,000. So they had 
$13,000 with which to buy a $67,000 factory instrument. The differ- 
ence there, of course, is $54,000. 

The question was, where they would get the $54,000. Thompson 
Products figured they had to make a profit of $112,000 before taxes 
to realize $54, 000. They also figured they had to sell "$1,250, 000 worth 
of products in order to get the $112,000. So that is the reason this 
story is called the million-dollar lathe. 

If you dropped $100 million in revenue, how much more steel 
would you have to sell in order to recoup that $100 million ? 

Mr. Homer. We would have to work that out a little bit, Senator. 

Senator Dirksen. Just approximately, have you got a guess? 

Mr. Homer. It would be a substantial amount of steel to offset it. 
If we reduced our price $5 a ton and lost $100 million by doing that— 
we are working on it and we will have it in just a moment. I think 
we will have to work it out. 

Senator Dirksen. There is another interesting question. If you 
were operating at 90 percent of capacity, even if you got up to 100 
percent, could you still recoup it ? 

Mr. Homer. I doubt it offhand, but I would still want to see what 
the figures are, Senator. 

Senator Dirksen. In your original statement you spoke of Bethle- 
hem being an integrated enterprise. That word “integrated,” you 
know, has taken on considerable currency in recent months. I think 
for the record you ought to amplify a little and tell what an inte- 
grated iron and steel company is‘ 

Mr. Homer. Well, the term “integrated steel operation” or “in- 
tegrated company,” I would interpret to mean that you start with 
your raw materials, iron ore, coal, limestone, the main materials 
going into the making of pig iron, and you then got to your blast 
furnaces which make your hot metal pig iron. That involves your 
coke ovens for the manufacturing of coke. And you work through 
from your blast furnaces into your open hearth, which is the steel- 
making operation. And from that through your rolling mills and 
your various product mills to your finished article. 

Now, on the way it might involve transportation facilities for your 
raw materials or for your products around the plants or inter-plant. 
It might involve railroads or steamship lines, 

But the term “integrated” means that you start with the raw ma- 
terial in the ground and you have facilities for ending up with your 
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finished product. That is you do not have to go outside or you do 
not start halfway in the process of making a finished product. You 
go all the way from the beginning of the raw material to the finished 
product. 

That is what we would term “a fully integrated operation.” 

Senator Dirgsen. That means control of ore sources, sources of 
coal, limestone—everything ? 

Mr. Homer. That is correct. It is the control of all the steps in 
the line of production from the raw material to the finished product. 

Senator erat What about your distribution system ? 

Mr. Homer. Well, the distribution system, of course, is handled 
through the sales department, your district offices. Your sales or- 
ganization there is in contact with your customers, familiar with 
their requirements, and the distribution of that, of your product, the 
sales of it, I will put it that way, is through your sales department. 

However, the distribution itself of the actual material produced in 
your plants depends a lot upon where your plants are located. And 
as I pointed out yesterday, the cost of transportation of moving those 
products to the customer depends a lot upon the cost of moving them 
from the plant at which they are produced to the destination that the 
customer designates. 

Senator Dirksen. In your statement you also carry this recital: 

The amount of the average price increase made by a steel company in in- 
creasing the prices of its various products depends upon its so-called product 
mix. 

Mr. Homer. Yes. 

Senator Dirksen. You mention there the average price increase. 
So this increase of $6 a ton distributed over a variety of products 
means that they could differ as between one type of steel and another / 

Mr. Homer. Oh, yes. 

Senator Dirksen. How many types of steel or how many products 
does Bethlehem produce? 

Mr. Homer. Well, it is a tremendous number. But I think that 
a w we can say that we produce practically all types of steel 

asically. There are some special products that we may not produce 
or that we may produce in very small quantities. But basically our 
production, I would say, is in some of the major categories such as 
plates and shapes, sheets, hot and cold, tinplate, structural—well, I 
said shapes, that is the structural. Bars is a big item. Wire prod- 
ucts, pipe—there are many varieties of all of those—and grades. And 
we, perhaps, are not in the stainless steel business. That is something 
that we are not in to any extent—a very minor capacity. 

We also are in other products, of course, using steel. We have a 
shipbuilding operation, as you perhaps know, and we have other activi- 
ties. But the type of product that we make is substantially the basic 
product of an integrated steel plant in the United States. 

Senator Dirxsen. When you use that word “average” increase, 
could that mean in some cases your prices would have to go up $10 a 
ton, and in others $2 a ton ? 

Mr. Homer. Yes. 

Senator Dirxsen. But that it would average out as $6 a ton? 

Mr. Homer. That is right. 

There are products that have a higher price than others, and of 
course that is due chiefly to the fact that there is more labor involved 
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in the manufacturing of that particular product, which raises the 
cost of that product and, therefore, the increase to offset a labor in- 
crease in a particular product i is greater when it has the higher price 
because of the greater labor cost “involved in that, and therefore the 
increase in price » would have to be more than the avera ge. 

But when you take all the products and you divide thr ough by the 
total tonnage, you get an average increase of what we have already 
mentioned, that we calculated that our increase averaged at $5.20. 

Now, we had calculated that our actual or estimated i increase in our 
costs would be, as I testified, about $8 a ton. But that is on, they 
are both on, the same basis of an average cost or price increase. 

Senator Dirksen. You indicate also in your statement the inroads 
made by competitive materials. I suppose ‘there you mean aluminum, 
magnesium, perhaps others, but I think you ought to amplify that a 
little for the record. How do you regard this road, and how sub- 
stantial is it? 

Mr. Homer. I will be glad to do that, Senator. 

I have a few notes here in connection with that particular question 
which I will refer to, Senator. 

There are many products which compete with steel. For example, 
I have here, and will be glad to have you place in the record if you 
so wish, a study showing the effects on structural steel, for mstance, 
of competition of portland cement concrete, of timber, and cast iron ; 
and also, for good measure, some data on the tonnage of certain trans- 
mission towers to be erected in this country that are being fabricated 
in Italy using foreign steel. 

The study was, of course, limited to such material as we happened 
to have in our files, and I am sure that a complete study would show 
much more serious effects. 

But, incomplete as it is, it shows, for example, that in recent years 
the steel industry has lost sales of more than $436 million worth of 
structural steel for construction projects to the competition of other 
products. 

Structural steel is not the only product which meets tough com- 
petition from other products. For example, we lost as a customer for 
steel sheets a cabinet manufacturer who could not sell his product in 
competition with wood cabinets. 

Both aluminum and wood are now coming into the market for steel 
for TV sets; and aluminum, of course, is offering particularly severe 
competition for use in such products as venetian blinds, outdoor furni- 
ture, fluorescent lighting fixtures, screening, and fencing. 

Other materials, such as fiber, papers, and aluminum, are coming 
into the container market. It was recently announced in the paper, 
for example, that one of the big aluminum companies is making a 
determined effort to get into the market for oil cans. 

A great deal of steel wire that used to be sold for making springs 
for mattresses and cushions has lost out to foam rubber. 

The competition from copper and plastic in the pipe field is becom- 
ing particularly severe. 

Those are some examples of what we feel is severe competition in 
the steel industry. I think that this memorandum will probably give 
you many more instances, and if you would like to have it in the 
record, we would be glad to submit it. 
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Senator Keravver. Suppose, Senator Dirksen, we ask the staff to 
determine whether to place in the record the substance of this state- 
ment. 

Will that be satisfactory ? 

Senator Dirksen. Yes. 

In order to expand and keep abreast of an increase in gross na- 
tional product, population increase, and so forth, and to meet the 
needs of the country, you have to provide facilities, of course, and 
those have to be financed, as you indicate, either by the sale of bonds 
or the sale of equity securities, or by means of borrowed capital. 
Of course, that means, also, the return that has to go out on any secu- 
rities that you issue or the interest rate on borrow ed capital. 

What do you see down the road? You speak in the latter part of 
your statement about an optimistic future. I think it deserves some 
amplification. 

Mr. Homer. If I understand your question Senator, correctly 

Senator Dirksen. Your financing, of course, is obviously geared to 
the price that you get for steel, because, in part, you have to finance at 
least some out of return on earnings, and that, of course, means profits 
that are plowed back into the company. You cannot get profits unless 
you get a return on the steel. So we go right back to the price level 
all over again, and gearing the future ¢ expansion to what the problem 
is in the financing field. 

Mr. Homer. Well, you are correct in what you say about where we 
have to get the money to provide funds for expansion, and you are 
also correct when you say that in the end, it comes right back to the 
price that we charge for steel which will result in a profit being 
earned which will make it possible for us to accomplish either the bor- 
rowing or making it possible for the investment to be made or making 
it possible to set aside out of earnings, the three things from which 
funds have to come, three sources, so that we have enough to go on to 
do the job. 

It is entirely dependent upon the earnings of the company; and 
that, in turn, is dependent upon the relationship between prices and 

costs which results in a profit that you are able to make. 

Now, if we are low in that, we then are unable to put aside money 
out of earnings, we are unable to present a satisfactory enough earn- 
ings statement to interest the investor, and we are pretty much at the 
point where, if we are going to get any money at all, we have to rely 
on a borrowing at such a high interest rate we might not even be able 
to borrow enough, even at the high-interest rate. 

And that, of course, comes right back to the same thing again: You 
have got to pay that back sometime, you have got to pay ‘interest on it 
during a time when you may not be able to do it if your earnings are 
not sufficient. 

T do not know whether that answers your question, Senator. 

Yesterday I submitted some charts to the committee to illustrate 
what we saw ahead in connection with growth in the steel indusry, 
and those are a part of the record, I understand, and that will give 
an indication of what the long-range picture may be in connection 
with the increased amount. of tonnage, ingot capacity, that we may 
have to provide if we are going to keep up with the projected growth 
of the economy in this country. 
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Senator Dirxsen. Thank you. 

Mr. Homer. Have I answered your question adequately ? 

Senator Dirksen. Yes; I think so. 

I get lost a little in these hearings, too. This started out as an 
investigation of concentration in industry and administered price in- 
dustries ; and, by implication, certainly, the effect of administered 
prices on inflation. T hus far we have not heard anything about it yet, 
so far as your company is concerned, and I do not “know whether you 
have some comment to make on the effect of administered prices on 
the inflationary spiral, or not. 

Mr. Homer. Well, I think administered prices, or the term “ad- 
ministered prices,” depends a lot upon what the definition is of “ad- 
ministered prices.” 

There has been, I understand, a good bit of testimony and quite 
a few reports submitted, and in the record of the committee, on ad- 
ministered prices and what different people think it means, and to add 
anything to that takes a long time, and I do not know whether that is 
what the committee would want from me. 

But I think that in the record there is ample information regard- 
ing what people think administered prices are. 

Now, we do not feel, or I do not personally feel, that in the steel 
industry we have administered prices in the sense it is interpreted by 
some of the economists who try to use that term as if it is something 
that is wrong, is a bad thing. 

After all, in this country, in the normal sense of administered prices, 
why, there are many items that are, you might say, administered so 
far as the prices go, because someone has to set a price. And if that 
is called an administered price, why, in practically everything that 
anyone sells, except perhaps on a commodity market where it is up 
for auction or something of that kind, in most of the pricing in this 
country and in our economy, someone, somewhere along the line, has 
to set a price. And whether it stays or not depends upon the com- 
petitive situation. 

Now, our pricing, as I have outlined several times, in the steel indus- 
try, as I see it, is a competitive pricing situation, where all these 
competitive factors have a bearing on the level that your price arrives 
at. And if that is interpreted as an administered price, it is not my 
idea of what an administered price is, because it can change and it 
does change, and it may be stabilized for a while, but it meets the 
competitive conditions. 

And I would just be repeating what I said yesterday about all 
these competing factors that affect that sitaution if I covered all 
that ground again. 

I do not know what more you want to have from me on that par- 
ticular situation. I will be glad to accommodate you as far as I can, 
if you will indicate what more you want me to comment on in that 
connection. 

Senator Dirksen. Of course one knows the distinction between an 
administered price and a price that is fluid and finds its place in the 
market. But I still am not clear as to just what the impact of ad- 
ministered prices is on inflationary conditions. And, of course, under- 
stand, I am not—— 
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Mr. Homer. Well, the prices themselves are the result of something 
else. The price, as I see it, is the end result of the action of other 
forces that either push prices up or push prices down. 

Now, inflation is the result, in my opinion, of the value of the dollar 
being decreased, the purchasing value of the dollar, by several things 
that might have happened. It might be that action of the Govern- 
ment, as an instance, as an example, in printing paper money would 
revalue the dollar and would result in inflation. That is one form of 
it. 

It might be that, over a period of time, wages, for instance, would 
get out of line with productivity. That would be another form of 
penesere on costs which would cause a lifting of prices and the price 

evel. 

I think some of that has occurred, and has caused our present situa- 
tion. I think that the level of wages has exceeded the increase in 
productivity—our figures show it; our costs show it—and the result 
has been that there has been an inflationary force at work, and it has, 
perhaps, caused some of the inflation that we have today. I do not 
say that it is all due to that. 

In our particular case in the steel industry, I feel that the inflation- 
ary force, the major inflationary force, over the last few years has 
been wages being out of line with productivity. 

Senator Dirksen. In your statement, you mention, on page 11, 
increases in wage rates must be in reasonable relationship to increases 
in productivity. 

Mr. Homer. Yes. 

Senator Dirxsen. Is there a pat formula that you apply with re- 
spect to that reasonable relationship, or is it something that you have 
to work out with a slide rule for every component ? 

Mr. Homer. Well, we do not work it out. I do not know any way 
that you could work it out. It is the result of many factors in the 
end cost of doing a certain production job, and how you can forecast 
what it would be is a very difficult thing to do. 

However, we do know in the steel industry that productivity has 
been improving. It is a definite fact, as far as our knowledge is con- 
cerned, of the way we are handling our improvements and improving 
the efficiency. 

We have spent a tremendous amount of money; in Bethlehem alone, 
since the war, we spent over a billion and a quarter dollars in just 
expanding and improving the efficiency of its operations. 

Senator Dirksen. What war was that? 

Mr. Homer. World War II. For instance, we will say since 1946 
or 1947 was when we started on this program. And all of those bene- 
fits are coming back to us. But, as far as I can determine from our 
costs over the last 10 years, we have had something like—I will make 
it 15 years. Over the last 15 years we have had something like an 
increase in prices of about $75 a ton—these are just figures out of the 
back of my mind, and I might want to correct them somewhat—but, 
in general, it is about $75 a ton, of which possibly $35 to $40 was due 
to material increases, about $20 to $25 a ton due to labor-cost increases, 
and the balance due to the other factors that go into costs. 

The point I am trying to make is that if we take the wage increases 
during that period, and apply those to the same number of hours, we 
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would find that what has happened over that period is that we have 
absorbed, due to increased productivity, $15 a ton in costs. 

In other words, if we had not put that money into the business and 
improved the productive efficiency, the price today of steel, in order 
to make the same profit, would have to be $15 a ton higher than it is 
today. 

Now, that is a concrete example, in general terms, of the gains that 
we make through productivity. 

What has happened is that labor has received the benefit of that, 
because the increase in costs per ton of $15 has really been paid to 
labor, been paid to labor. But, because of increased efficiency, the 
costs are lower because of the improvement in efficiency, so that the 
gain has actually gone to labor in that maybe indirect way, and we 
have offset those increases which have occurred which would have 
caused a price increase on the other end if we had not put that money 
into it. 

Senator Dirksen. I want to read that whole sentence into the rec- 
ord so that there will be no misapprehension about it. It is im the 
paragraph on page 11 where you speak about your efforts to deal with 
inflation, and the whole sentence is: 

But we cannot hope to be completely successful in that effort unless increases 
in wage rates are in reasonable relationship to increases in productivity. 

That is the matter on which you just commented. 

Mr. Homer. Yes, sir. 

Senator Dirksen. What about the techniques in other countries? 
That would involve, first of all, exports of steel from other countries 
to the United States, and their impact on the market, but, secondly, 
their costs, and whether or not their capital expenditures are such that 
they can keep pretty well in line with prices over here and costs over 
there. What can you say about steel mills in Belgium, Germany, and 
England, or the Soviet Union ? 

Mr. Homer. You are discussing the competitive costs ? 

Senator Dirksen. That is right. 

Mr. Homer. Of, say, European steel mills as against United States 
mills? 

Senator Dirksen. Let us take it this way: How do their prices for 
various steel products compare with ours, quality for quality? 

Mr. Homer. Well, that ts a difficult thing to discuss, because most 
of the prices over there are controlled domestically. Foreign or 
export prices are pretty much a free market. But, generally speak- 
ing, | would say the prices were higher. 

Senator Dirksen. Higher? 

Mr. Homer. Were higher, except in some cases 

Senator Dirksen. What about the efficiency of their mills? 

Mr. Homer (continuing). Except in some cases where we are hav- 
ing competition from them here, quite severe competition, in some 
products such as wire products or—- 

Senator Dirksen. Rods? 

Mr. Homer. Rods, and nails, and fence, and things of that. kind, 
particularly when they can be shipped in to the eastern seaboard. and 
distributed in a market that does not have.a big freight charge against 
it, so there is competition maybe in a district. from it. 
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But, in our opinion, those products are being shipped in here prob- 
ably at a very low figure, relatively, and probably at a loss. We 
cannot see how they can make very much money at the prices at which 
they are shipping it in here. 

enator Dmxsen. What I was getting at, Mr. Homer, was this: 
You make a heavy capital expenditure in the interest of greater 
efficiency. That makes it possible either to hold the line on steel 
rices or even reduce, and the benefits of that efficiency then inure to 
abor in the form of higher wages. Does a comparable condition 
exist in the steel mills of other countries? Are they as efficient? Do 
they plow back proportionately as much in order to use new tech- 
niques in getting their prices tama and reward their labor accord- 


ingly ? 

Mr. Homer. I think, Senator, in the past that, say, in England and 
France, they have not plowed back into their plants the amount of 
money that is desirable to or necessary to maintain the efficiency. 
They have had a little different policy regarding that, and the result 
has been that they have fallen behind in the efficiency of operation, 
until quite recently, I would say. 

I think they have realized that their policy of taking too much 
money out of the business has resulted in detrimental situations as far 
as their efficiency goes, and that they are now hurrying to try to build 
up their plants, and great progress has been made in Germany in con- 
nection with that, progress is being made in England, and France is 
also making progress. 

But one of their difficulties there is, as I see it, they have low labor 
rates relative to our rates. They have very high social security 
charges, almost as much as the full labor rate, and their costs of raw 
materials are high, either of inferior grade or having to be brought 
long distances. 

ey have to reach out for their ore requirements. Coal, par- 
ticularly metallurgical coal, is short. Italy, for instance, does not 
have any; has to import. France has coal sources, but not quite the 
right kind for metallurgical uses. England has coal, is sitting on 
top of coal, but now they have had to carry coals to Newcastle because 
their production has been down for just one of the reasons I have 
mentioned, and they are also short of metallics. 

That is the general picture. They are short of metallics to make 
iron and steel from. And the reaction of that is that they have had 
to come over to this country, and they have been here in our scrap 
market. buying last year and this year more scrap than has ever been 
bought before, with the result that it has had an effect on our market 
here in this country because so much has been taken out. 

It has had the effect of increasing substantially the price of scrap 
in this country, and it is continuing to do so at this time. 

Senator Dirksen. I want to get back to my original question. I see 
your associate evidently has some figures. I want to find out how 
much more steel you have to produce to recoup a $100 million loss 
in revenue as a result of a $5 per ton reduction in steel prices on an 
estimated 20 million capacity. 

Mr. Homer. May I take a moment to read what my associates have 
prepared before I read it to you ? 

Senator Dirgsen. Surely. 
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Senator Krerauver. Suppose we have a 5-minute recess here and let 
you examine the material. 

Mr. Homer. Thank you. 

Short recess. ) 

Senator Keravver. All right; we will resume now. 

Do you have the information in response to Senator Dirksen’s 
question ? 

Mr. Homer. Yes; I have, Senator. I now have some figures on 
Senator Dirksen’s question. 

You asked, as I understand it, how much additional steel we would 
have to sell, if by reducing our prices by $5 a ton our net income be- 
fore taxes was reduced by $100 million, to be able to recoup the profit 
we would thereby lose. 

The answer, Senator, is that we could not do it in 1956. 

Senator Dirksen. That is a good answer. 

Mr. Homer. And the reason for it is this: In 1956 we shipped a 
little over 13 million tons of finished products, and our net profits of 
about $160 million showed a net income before taxes of about $23 a 
ton. ‘To recover the hypothetical $100 million reduction which you 
asked about, we would have to ship about 5.5 million additional tons 
of finished products; and in order for us to ship that extra 5.5 million 
tons, which would make a total of about 18.5 million tons, we would 
have to have a capacity about 30 percent more than we have. 

So that is the reason I say we just could not do it. Does that 
answer your question ? 

Senator Dirksen. The other stanza to that equation is this: Ob- 
viously, if you were going to have to reduce $5 a ton, you would 
normally expect National, Inland, and United States and all other 
companies to reduce by $5 a ton ? 

Mr. Homer. That is right. 

Senator Dirksen. I am just wondering what the impact is on the 
industry. Could it be done, and what would you do for funds to 
carry on an expansion program and carry on the planning, looking 
down the road for a substantial expansion of the whole industry? 
Because it is all part of the same pattern. That question was raised 
before when Mr. Reuther suggested that the major companies ought 
to reduce the price on automobiles by $100. ; 

It is awfully easy for me or a professional economist to say, “Well, 
reduce the price and the volume goes up and out of the additional 
volume you get back the necessary revenues with which to carry out 
your business.” 'That sounds on paper like a very logical equation, 
but the question is, what is it like when you are up against the hard 
fact in the industry itself ? 

Mr. Homer. Well, I have endeavored to answer that several times, 
Senator Dirksen. This description that I just gave you gives an 
answer as to the impossibility of recouping, if you take the steps 
that you outlined in your hypothetical question as to what would 
happen. And on the other point that you raised, which is that if you 
drop your price $5 a ton, everybody else in the industry is going to 
meet that situation, and then they will not sell any more product, 
there will be nothing to recoup, and it will put all of the industry in 
a much worse position earningwise to be able to go on and do some of 
the things that I have outlined in my previous testimony that must 
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be done if we are going to maintain the situation as we are today, and 
be able to plan for future growth and expansion. So that to my way 
of thinking, a price reduction under present conditions is the very 
worst thing that could happen so far as the steel industry is con- 
cerned. 

Nothing could be accomplished by it, and you would get into the 
situation where it would be similar to what I explained this morning 
of diminishing returns, companies having to go out of business, your 
marginal producers going out of business, and you would really Soee 
a serious situation and instead of helping the picture, it would make 
it worse. 

In fact, we have grave doubts whether a price reduction at this 
time would be a good thing. It might even create more of a tailspin, 
if there is a tailspin, but it might create a tailspin because it would 
start the ball rolling in the wrong direction. They are very delicate 
things, and it is pretty hard to predict what would happen. But it 
certainly would be a great mistake to reduce prices, without a corre- 
sponding reduction in costs or a closer relationship between the bene- 
fits that derive from productivity, in increased productivity, and the 
increases in wages to labor; we might have a very much worse situa- 
tion occur. 

Senator Dirksen. May I suggest, Mr. Homer, that inasmuch as 
these figures are rather hastily contrived, I wish you would take the 
liberty of amplifying the record and refining it so that when you get 
the firm figures that you just take the question and express it as I 
gave it to you so that we may have a pretty good picture of it. 

Mr. Homer. We would be glad to do that. It is an interesting 
hypothetical situation that we do not want to answer too hastily. 
But we could develop this a little bit more and submit a report by mail 
to you, if you wish, to the committee. 

Senator Dirksen. Very well. ‘That is all, Mr. Chairman. 

(The material subsequently submitted follows :) 

BETHLEHEM STEEL Corp., 
New York, N. Y., November 11, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 


Committee on the Judiciary, United States Senate, 
Washington, D.C. 


DeAR SENATOR KEFAUVER: In the course of my appearance before the sub- 
committee in the afternoon of October 22, 1957, I answered in the negative the 
question, which Senator O’Mahoney had asked the day before, whether Bethle- 
hem was then in a position to cut the prices of its steel products. In the 
course of my answer I pointed out that a price reduction averaging $5 a ton, 
taken in conjunction with the $35 million added costs that (as I had said in my 
prepared statement on October 21, 1957) we were already absorbing, would 
result in a decrease in our net profits, before taxes, of more than $100 million, 
or about $50 million after taxes, and that we could not afford that. 

Thereafter, Senator Dirksen asked how much more steel we would have to 
sell in order to recoup the $100-million loss in revenue. After my associates 
had hastily made some calculations, I made the statement that we could not 
sell enough additional steel to recoup the loss, because the recoupment would 
require the shipment of about 5% million additional tons of finished products, 
and in order for us to ship that additional amount we would require a capacity 
about 30 percent more than we have. Senator Dirksen then asked that I 
take time after the hearing to check the figures and then submit them in 
writing for the record, and Senator O’Mahoney later made a similar request. 
I am accordingly writing this letter to you as chairman of the subcommittee. 

In 1956 Bethlehem shipped approximately 13,200,000 tons of steel products 
and earned, before taxes, $308,412,000, or $23.36 per ton of steel products 
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shipped. As I said on October 21, 1957, in my prepared statement, we estimate 
that we are now absorbing $2.80 a ton of our cost increases of $8 a ton. A 
reduction of $5 a ton in our selling prices, plus the $2.80 a ton, would result 
in a decrease in our income, before taxes, of $7.80 a ton, or $103 million, based 
on 1956 shipments. 


Now, as I tried to make clear to the subcommittee, we do not believe that 
a $5 a ton reduction in our selling prices would increase our sales to any sub- 
stantial extent. Assuming, however, that such a reduction would increase our 
sales, the increase would have to be such that we could ship an additional 
6,600,000 tons of steel products, because it would take the profit on 19,800,000 
tons, at $15.56 a ton ($23.36 less $7.80), to recoup the $103-million decrease by 
giving us net income before taxes of $308 million. The shipment of the 19,800,000 
tons would require a steel-producing capacity of 27,500,000 tons, or 34 percent 
greater than our present capacity of 20,500,000 tons. It is apparent, there- 
fore, that we could not by additional sales recoup the loss in revenue that 
would result from the hypothetical $5 a ton reduction in our selling prices. 

Since my appearance before the subcommittee you have publicly suggested, 
in substance, that Bethlehem should reduce its selling prices by $3 a ton. A 
reduction of that amount, coupled with the $2.80 we are already absorbing, 
would represent a decrease in revenue of over $76 million, and to recoup it 
would require the shipment of more than 4,300,000 additional tons of products, 
or over 2,500,000 tons more than we could ship at capacity operations. 

I wish to take this opportunity of expressing to you and to Senators Dirksen 
and O’Mahoney my appreciation and that of my associates for the courteous 
and considerate hearing which the subcommittee afforded us while we were 
before it. 

Very truly yours, 
A. B, Homer, President. 

Mr. Homer. I had not quite finished my discussion about Europe 
and the situation that is occurring over there. 

It may have a severe effect in the future on our competitive situation 
here in this country. We are getting more and more evidence of 
rising competition. And the higher that our costs go in this country, 
the more difficult it is going to be to compete with some of the lower 
cost operations or labor-cost operations in the rest of the world. There 
is nothing new about it, but I merely mention that the differentials are 
rather serious ones. 

Senator Dirksen. Generally speaking, what is the import duty on 
steel and steel products ? 

Mr. Homer. Well, it is practically none. It is a very small, nominal 
amount. It really has no bearing on the competitive situation whatso- 
ever. Practically a free market. It does not amount to anything. 

One of the factors that I mentioned was this situation regarding 
scrap. We have had a big demand in this country from foreign 
sources which has in many ways adversely affected our own scrap 
situation. We get quite violent fluctuations in the price of serap, 
partly influenc ed by the foreign situation. It goes up and down very 
rapidly and in very short time, and there are fluctuations in the price 
of scrap. 

Of course, we are used to that to a certain extent because we have 
always had somewhat of a fluctuation of it. But I mention that 
because the foreign situation does have an influence on our own econ- 
omy here. And whereas you might think that we have everything 
under our control in this country so far as our own economy is con- 
cerned, you cannot forget that you do have these influences that are 
coming it, competitive influences. In this case, it is a competitive 
influence coming to this country for a raw material that we use, and, of 
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course, in our overall iron-ore situation in the world, all of us are 
having to go to foreign sources for an adequate source of supply. 

As you know, our domestic supply of ore is being depleted in the 
sense that the good ores, the surface ores, up in the esabi, Great 
Lakes, range are gradually being depleted. There are substitutes 
being developed. e of them, in which we are quite substantially 
interested is using taconite rock to make iron pellets out of. It is a 
very costly operation as far as plant is concerned. 

e are just bringing in a new plant up in Minnesota which will cost 
us over $300 million, and we will have a production of about 7.5 
million tons of pellets made from this taconite rock. 

However, in foreign countries, we are exploring and developing 
possible sources for the future. All of that is long range and costly. 
As I mentioned yesterday, some of those ore Aavelooments take any- 
where from 13, 14, 15 years to develop before we can bring them into 

ink of in that 
respect, and if you are going into anything of that kind, you must 
have an earning capacity back of your business to be able to support it 
over the long-range picture or you get into difficulties. 

One of our interesting developments is in connection with South 
Africa. We are in there exploring, in Equatorial Africa, a big iron- 
ore deposit that looks as if it has possibilities for the future. It is 
owned by the French Government, and we are working with the 
French Government on the possibility of the development maybe 10 or 
15 years from now of a mine there that will produce a very high grade 
of iron ore. 

However, that mine requires a railroad that has to be 300 miles long, 
going through jungle and terrain that is very difficult to build a rail - 
road through, and it is a highly difficult and costly operation. 

We have to work things out with the French Government in con- 
nection with it. Our crews are in there now drilling and exploring. 
The prospects look quite good. But it will be several years before we 
can determine whether it is worth while to go ahead with and what 
the basis is on which we can go ahead. We do not know what the 
French Government is going to do yet. But the situation in Europe 
is such that the requirements would support an operation of this kind 
on somewhat of a joint basis. You might have the European Coal 
and Steel Community in there as a partner. You might have the 
French Government, you might have the British Government, you 
might have American interests, ourselves, in it, and each would be 
sharing in the venture and it would be a real contribution to the econ- 
omy of Europe to have a source of ore supply of that kind, because 
of their shortages in raw materials and having to go outside their own 
countries for them. 

It would have a further advantage in that if they could set up their 
own pig iron production facilities, based on that particular ore 
deposit, the demand on scrap in our own country here would perhaps 
be relieved. 

It is certainly economically unsound to think that the European 
countries have to come all the way over here to get scrap metal and 
to get coal and have to transport it all the way across the Atlantic. 
It just does not make sense from our standpoint of what is an eco- 
nomical operation. 
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Now, in this so-called Equatorial African job, which we call the 
Mekambo job, there is a possibility of perhaps solving some of those 
problems. It has to do with pig iron, scrap, and coal, and it is some- 
thing that is extremely interesting as a possibility in the future and 
part of this program of expansion where we would be participating 
in it and improving our raw material supply situation at the same 
time. 

I mention it only from the standpoint that it is an example of the 
long-range planning and the costly operations that we have to go 
into. A job of that kind might run anywhere from $300 million to 
$400 million before you would be ready to produce iron ore out of it. 
I hope I have not taken too much of your time talking. 

Senator Kerauver. Senator O’Mahoney, shortly after we met this 
morning, Mr. Homer said he would rather wait until this afternoon, 
while you were present, to respond to the question you asked him 
yesterday. 

Senator O’Manoney. You gave up hope that I would arrive? 

Senator Keravuver. I did not know exactly whether you would be 
here or not, so I took the liberty of asking him to respond and he has’ 
responded, as you have been advised, to your suggestion about a price 
decrease. I know you may have some questions you wish to ask, 

Senator O’Manoney. I do not intend to interrogate Mr. Homer 
now on the basis of a statement which he has made and which I have 
not heard, particularly since I understood from Senator Dirksen, that 
it will be your plan to rewrite this statement in an analysis of the 
problem and submit it for the record; am I correct in that under- 
standing ? 

Senator Dirxsen. Yes. 

Mr. Homer. Yes. Senator O’Mahoney, I think your question and 
Senator Dirksen’s question are somewhat on the same subject, and 
we could very well incorporate it in one statement, although I have 
already, Senator O’Mahoney, made a statement in response to your 
question of yesterday. 

Senator O’Manoney. Yes. 

Mr. Homer. I hoped you would be here, but. we would be glad to 
develop that more and give you a more complete report on it if that. 
is satisfactory to you. 

Senator O’Manonry. Of course, I do not know precisely what 
questions were asked you or what answers you gave. But I have 
often heard persons who represent management speak of the neces- 
sity of following the price up in order to maintain competition. That 
seems to me to be a peculiar definition of competition. 

I have heard it stated by others that if on the average industrial 
companies in the particular line represented by the individual speak- 
ing are making X percentage on their earnings, that it would be per- 
fectly justifiable for another company to put the prices up so that 
it would make the same rate of profit. Of course, if that philosophy 
is carried out, it results inevitably in constantly putting up prices’in 
order to meet the profits of those who make the highest profits. 

Clearly, the problem before the country and before the Congress 
is the problem of inflation. Prices have gone too high. Indeed, they 
have gone so high that unless we find a solution to a way of keeping 
them down, it is going to be very bad for all of us. It is impossible, 
it seems to me, to read the stock market reports every day without 
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feeling that not all of our leaders in Government and in industry are 
trying to take lessons from the facts that they see before them. 

Mr. Homer. Do you wish me to comment on that? 

Senator O’Manonry. Yes, I wish you would. 

Mr. Homer. Some of this may be repetition of what I have al- 
ready said. 

On your first point, regarding putting prices up to meet another 
price, our situation today, as I have explained it, is that we have a 
competitive price level. And even putting a price up to that level 
on account of increases in costs does not by any means give us the 
equivalent of the increases in costs. And the price level also is below 
an average rate of return for manufacturing industry, so that we 
do not have today in the steel industry the situation that one might 
re tees from your comments to exist, which is that we have a high 
= t level and that everybody comes up to that high profit level. 

e do not have that. 

We are forced by costs, or else we get into difficulties as I have 
— in my opening statement, to come up to the level that exists 

ay. 

Now, I am quite in accord with what you say about inflation. We 
are just as much concerned with inflation as anyone. We are very 
seriously affected by inflation. 

Senator O’Manoney. But if the average rate of profit for all in- 
dustry should happen to be an excessive rate, then the action of a 
particular unit in the industry to strive to get to that high excessive 
rate of profit would not be in the public interest, nor would it be 
in the interest of that unit, assuming, of course, that the unit was 
already making some profit. 

Mr. Homer. Well, I think, Senator, you have a good point there. 
If your average profit is in line with the average, then you are in a 
position to do the many thing that you have to do in connection with 
your financing, your stockholder situation, you are on a comparable 
basis. 

Senator O’Manoney. I was told 

Mr. Homer. If you go above that, Senator, if you go above that, 
then maybe there is not justification for it and someone will come 
along and just say, “Well, I am going to go out and take business at 
a lower price than what you are.” 

What do you do then? You come down to that established com- 
petitive figure, and somewhere it seeks its level. And our level today, 
In my opinion, it is not high enough. I do not think we are up to 
where we ought to be. 

But I mean that is a purely hypothetical situation, you might say 
theoretical situation, and all we are concerned with today in this 
price increase we were talking about, is preserving something that 
we already have, which is not enough in the overall picture to do 
the job that we have to do in the future. 

So that as we pointed out to Senator Dirksen, on this hypothetical 
question, another hypothetical question, as to what would happen if 
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you did reduce prices, I think we showed him by this example, and 
will in our written statement to you and Senator Dirksen on this 
whole problem, that we just could not make it up. We would be ina 
worse situation than we are now, which is going in the wrong direc- 
tion for our economy. We are not able to take care of the require- 
ments of the future, and it would be bad for the whole industry, and 
we have a real question as to whether it is the right way to go under 
present conditions. 

Senator O’Manongy. One observer reported to me that he under- 
stood you as saying that if Bethlehem should reduce its price, then 
United States Steel would follow you down. 

Mr. Homer. I think they would have to. They would have to. 

Senator O’Manoney. Would not that be good for all of us? Would 
not that be good for the school districts that want to build schools, 
who need steel in order to build the schools and cannot do it because 
of tight money ? 

The head of the school system in New York testified before the 
Joint Economic Committee that they had to give up building schools 
for the children. One of the things that we hear complained about 
vis-a-vis Soviet Russia is that they educate their people over there 
and we are not finding it possible to turn out as many engineers as 
we should. 

Mr. Homer. I think it is tight money that you are talking about 
and not high steel prices, because I have discussed that several times 
and in my opening statement. 

Senator O’Manoney. No. I was talking about high steel prices. 

Mr. Homer. I know you were, but I do not think that is what would 
cause the difference between building a school or not, a slight change 
in the price of steel. 

Senator O’Manoney. Not perhaps with the price of steel. But if 
we were to set a system of competitive pricing to bring down the price 
to the consumers, as competition is generally understood, we would 
have a very, very sturdy antiinflationary weapon. But if everybody 
in industry and in producing these commodities is following the 
philosophy you have just outlined of measuring up to the highest aver- 
age profit, even though it may be excessive, then we have an inflation- 
ary pattern. 

Mr. Homer. Well, I am not talking about—— 

Senator O’Manoney. I do not want to pursue the matter with you. 
You have probably talked enough about the matter today, and you are 
going to write a paper which I am sure will be a very excellent state- 
ment of the position that you take and will be helpful. 

Mr. Homer. We will do the best we can with it, Senator. 

I have tried to be as objective as I could with all these problems. I 
realize that they are real ones. We do not dismiss them lightly. 
They are ours as well as yours, and we have tried to give the answer 
that we thought was the right one from our standpoint. 

Of course, you can say that ours may be prejudiced, but nevertheless 
I think that it is a sound one under our present conditions, and it has 
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been a pleasure to me to come down here and try to help in any way 
that I could and expound some of these theories, for some of them are 
theories, of course, and in the hopes that there might be some satis- 
factory solution to some of these problems or at least to try to convey 
to you, all of the committee, all of the problems we have to face in the 
ae industry so that perhaps we can work together in solving some 
of them. 

Certainly, our objective is in the direction of what is good for the 
whole, and my personal opinion is that the steel industry is doing a 
magnificent job in that respect. 

enator O’Manoney. Of course, all this public discussion is ad- 
vantageous for everybody concerned, particularly if we carry it on 
against the background now clearly presented that we are engaged in 
a cold war with the Soviet empire in which the Soviet empire has made 
much greater progress than most people in America were led to believe 
they were capable of making. 

Senator Keravuver. Just one or two matters very briefly, Mr. Homer, 
and then we will try to wind up. 

In response to one of Senator Dirksen’s questions, you talked about 
the competition from other industries—aluminum and whatnot— 
which undoubtedly will increase if the price of steel continues to go up. 
But in your chart which you filed yesterday, you show that the use 
of steel will continue increasing up to 1970. 

It is interesting to note from your chart that as of 1920 there was 
a per capita use of steel of four-tenths of a ton per person, but as of 
the present time, it is about six-tenths of a ton per person. As you 
project that in 1970 it will be seven-tenths of a ton per person. So that 
on your basis there will be an increasing use of steel per person, apart 
from the fact that the population by 1970 will be 200 million people. 

Mr. Homer. We hope that that will be so, Senator, and that is our 
prediction of the trend, as has been indicated by the historical per- 
formance in the past. 

Naturally, in order to increase the use of steel per person, we have 
to be able to be competitive with these other products, and we have 
to be in a position of making new products and going into research 
and developing new lines which will be in demand by the public. 

And that is the way that, in the past, the use of steel by our people 
has increased, because of more and more uses of it made possible by 
the better and better steels that the steel industry has developed. 

We hope to continue with that, and if we can do it under a reason- 
ably satisfactory atmosphere as far as profits are concerned, we can 
be hopeful that it will work out in the way indicated in this chart. 

Senator Kerauver. Very well. 

We have here also, taken from the data submitted by Bethlehem 
Steel, the acquisitions of other steel companies that you have acquired 
in the history of your company, these acquisitions include Bethlehem 
plant, 1916; Pennsylvania Steel, 1916; Maryland Steel, 1916; Lacka- 
wanna Steel, 1922; Cambria Steel, 1923; Pacific Coast Steel Co., 1930; 
and Southern California, 1930. 

This will be put in the record; and if there is any question about 
any of these, you advise us. 
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(The tabulation referred to follows :) 


BETHELEHEM STEEL Corp. 


Steelmaking facilities—Acquired by purchase as a proportion of present 











capacity * 
Facility 
capacity 
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Year ac- quired as 
quired percent of 
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Pennsylvania Steel Co “ 1916 52.9 
ERR SOE IO Oe. das Sadie ah cde 1916 10.8 
GEE CIOs hah cba oS ah da oakies asl manensadinstiinanmibienniaoaimaniche 1922 33.9 
eS ees Se NESPOP tee perst Wha hem en. 1923 92.7 
RE RE 1 eS 1 TS i Ea TGND) denedicanienenies 
leonora ce rage ocnagutibiecenapuwwend dude bdaslcuing hadi tose ae see 63.7 
ONSET PPOUDINOOS 2 osc bcs Sennen bce cceldbiiecade eh abeeic. eee ele 62.9 
UM inci he ice inci h da ein sarin Shins hme aie ne ee 1930 19.9 
FO enw cnwecgen cons censtiedu tl dsses ta scU de Case a Re eee 30.2 


1 The company has informed the subcommittee that facilities purchased from the U. S. Government 
were not steelmaking facilities and it is not feasible to make an estimate of the increase, if any, in capacity 
for production of steel products attributable to the acquisition of Government- financed facilities. 


Source: Based on data submitted by Bethlehem Steel Corp. 


Senator Kerauver. According to your figures, 30.2 percent of your 
resent growth has been the result of acquisitions of other companies; 
is that correct, sir? 

Mr. Homer. I think that is substantially right. Seventy percent 
of the total is due to the expansion and growth that we have developed 
in connection with the original properties. 

Senator Kerauver. There has been something said about the 
amortization or Government assistance program in one form or an- 
other. I have here a memorandum which I will make a part of the 
record and then ask you to examine it and make any corrections that 
you wish. 

(The document referred to follows :) 


JOVERN MENT AID TO BETHLEHEM STEEL Corp. 


Government assistance to Bethlehem Steel has been in the form of facilities 
sold to the company and in the form of accelerated amortization certificates. 
The company has stated that it is not feasible to estimate the increase in steel 
capacity attributable to the acquisition of Government-owned facilities. A list- 
ing of such acquisitions was submitted as schedule C of Bethlehem’s letter of 
October 11, 1957, to the subcommittee. 

With regard to tax-amortization certificates, from the start of the tax- 
amortization program in 1950 through July 24, 1957, Bethlehem, according to the 
Office of Defense Mobilization, has had $603,614,000 of facilities certified, of 
which 67 percent is subject to rapid amortization. Bethlehem’s entire property 
account.in this period rose $744 million so that the Government has aided Bethle- 
hem in the form of rapid tax-amortization certificates to the extent of 81 percent 
of Bethlehem’s increased property account. The company has applied for a 
total of $1,347,789,000 in rapid tax-amortization certificates. 

The company was asked the extent to which facilities for which tax-amortiza- 
tion certificates were obtained increased Bethlehem’s steelmaking capacity. 
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The company reported that it had received $471,919,420 in tax-amortization 
certificates for facilities for the manufacture and fabrication of steel products. 
The difference between $472 million and the $604 million reported by ODM can 
be ascribed to nonsteelmaking facilities such as iron ore and ore carriers. 

Of the $472 million worth of facilities, the company estimated the effect on 
steelmaking facilities in net tons for $323 million or 68.4 percent of the value of 
facilities. These tonnages were added and compared with reported capacities 
for Bethlehem as of January 1, 1950, and January 1, 1957." 

From the table it is seen that the amount of capacity for steel products for 
which tax amortization was received represents 25 percent of Bethlehem’s totai 
capacity for steel products as of January 1957. 


Steel in- Steel 


Coke Pig iron | gots and | products 
castings 
PE ee a ae ae 1,000 net tons 8, 138 9, 870 [ft ) as 
he 8. dnseeechs appencenncpeheass sen 11, 450 12, 614 20, 500 15, 100 
Estimated incremental facilities for which tax amortization was 
ahs ae de witerbowiemne ines ald A eeicicetei ie 2, 784 2, 702 2, 849 3, 773 
Tax amortized facilities as percent of Jan. 1, 1957, capacity. --- 24.3 21.4 13.9 25 


Tax amortized facilities as percent of Jan. 1, 1950, capacity. --- 34. 2 27.4 BG feiccnasscce 


Source: Bethlehem Steel Corp.’s report to subcommittee and Moody’s, 


Senator Krravuver. The tax amortization facilities account for, in 
steel products, 25 percent of your present size; and 13.9 percent of 
your present capacity for steel ingots and castings; 21.4 percent of 
your present capacity for pig iron; and 23.3 percent of your present 
capacity for coke. That is from information furnished by your 
company. 

Mr. Homer. We would like to examine that. We can do it in the 
transcript of the hearing, and if we have any comments we can let you 
know, Senator. 

Senator Krravuver. We will give you a copy of the memorandum, 
and we will be glad to have any comments that you wish to make. 

Thad hoped to go into some detail on the scrap matter. I have asked 
our staff to get together such pertinent information as they have 
been able to from your reports, from United States Steel’s reports, and 
from other reports, as to the scrap situation. Dr. Blair will summa- 
rize it. If you wish to comment on it and file any paper in connection 
with it, Mr. Homer, you may do so. 

Will you give us, Dr. Blair, in very brief form, that information 
you have? 

Mr. Brarr. Senator, the first document I would like to refer to is a 
copy of a news item appearing in the Wall Street Journal, October 18. 
The essence of the article is described and summarized in its headline, 
and I will read the headline: 

Pittsburgh Steel Scrap Prices Fall $4 a Ton to Lowest Level in 2 Years. 
Markets in Other Areas Also Declining; Drop Attributed to Sluggish Steel 
Output. 

Because of the decline in the price of scrap which has taken place 
recently, the staff made an effort to determine roughly the effect of 
that decline upon steelmaking costs. Such an attempt, of course, 
must be regarded as being in the nature of an approximation, a rough 
estimate. We have made an estimate for Bethlehem Steel Co. based 


1 Because of possible lack of comparability in capacity figures between 1950 and 1957 for 
steel products, no percentage for the former year is shown for this item. 
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upon information we have received from Bethlehem and from other 
sources. From Bethlehem Steel we obtained their production of fin- 
ished steel products by years, from 1952 to 1956. We estimated from 
their level of ingot production what their production of finished steel 
products was in September of 1957, last month. From Bethlehem we 
also obtained, for the period of years 1952 through 1956, their con- 
sumption of purchased scrap excluding the home scrap. This is the 
scrap, of course, that the companies have to buy on the market. We 
have taken the average of the percentage of purchased scrap consumed 
in the production of finished steel for the years 1952 through 1956 
of Bethlehem, and applied that average to Bethlehem’s production of 
finished steel in the month of September 1957. 

We have then taken a figure for the average price paid for pur- 
chased scrap—this is not a price that is quoted in any of the trade 
journals; it is a price reported to us, that is, the price actually paid 
for purchased scrap by United States Steel Corp. Using the average 
price paid by United States Steel in a table for Bethlehem involves 
an assumption that Bethlehem by and large paid about the same 
poe for scrap as did the No. 1 firm in the industry. The reason 

or using United States Steel’s actual figure rather than the market 

figure is that, of course, these large companies pay somewhat less 
than the market price quotations. We computed the cost of the pur- 
chased scrap consumed by multiplying the average price paid for 
purchased scrap times the purchased scrap consumed, giving us the 
dollar estimate of the purchased scrap consumed. We divided that 
computed cost of purchased scrap consumed by the production by 
Bethlehem of finished steel products. The result is a showing that 
between 1956 and September of 1957, the cost of purchased scrap con- 
sumed per ton of finished steel dropped from $12.56 to $8.69. 

The estimate that we derived for the price of purchased scrap 
for 1956 through September 1957 was secured by taking the percent- 
age decline in the market price and applying that percentage decline 
to the actual price paid by United States Steel for the year 1956. 

The principal assumptions here are the use of United States Steel’s 
price as equivalent to Bethelehem’s, and the assumption that the use 
of purchased scrap in September of 1957 bore the same relationship 
to Bethlehem’s finished steel production as was true of the average 
for the period 1952-56; and, finally, that the percentage decline in 
market price between 1956 and September 1957 would be applicable 
to the price actually paid by Bethlehem or, in this case, by United 
States Steel. On that latter point, it is assumed that the buyers of 
scrap for these large companies are equally alert as the average of 
all other buyers to a weakening of the market, and that the resultant 
percentage decrease in the price they have to pay for purchased scrap 
would be at least as great as the average for the market as a whole. 

I will be glad to offer this table and accompanying notes which 
summarize the procedures I have set forth for the record and offer a 
copy to the representatives of Bethlehem. 

Finally, I should point out that it is recognized, of course, that the 
price of scrap is highly volatile and subject to extensive changes in a 
short period of time. The present decrease can, of course, be followed 
by an increase. However, I think it is pertinent to observe that, 
generally speaking, there is assumed to be a 25-year scrap cycle, a 
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riod of time during which steel returns to the open hearth furnaces 
in the form of scrap, between the time that it is first produced, entered 
into the production of some manufactured item, and the time in 
which it is in turn returned to the open hearth furnace. 

This 25-year cycle, to the extent that it is in effect, would mean that 
at the present time there is a relative shortage of scrap, steel scrap, 
in this country, because the levels of steel production and manufactur- 
5 nore in 1932 were more or less at the bottom of the 25-year 
cycle. 

Sow, as we proceed into the future, 1958, 1959, 1960, the 25-year 
cycle will be reflecting a level of increasing economic activity, increas- 
ing steel production, increasing manufacture of steel products, and 
that as a consequence, on the basis of this 25-year scrap cycle, there is 
reason to believe that at least some major part of the recent decline 
may not be followed by a recurring and equal increase. 

There is reason, thus, for assuming that on the basis of this cycle, 
that the scrap situation may be easing, and that prices will not rise to 
the level that has obtained in recent years. 

That is all, Mr. Chairman. 

(The document referred to is as follows :) 


Estimated reduction in cost of making steel by Bethlehem resulting from fall 
in price of scrap 


Production | Purchased Average Computed | Cost of pur- 
of finished scrap price paid for | cost of pur- | chased scrap 

steel products consumed purchased | chased scrap| consumed 

Year (Bethlehem) | (Bethlehem) |scrap (United| consumed for ton of 
States Steel) finished steel 


Dollars per Thousands | Dollars per 
ton 


1,000 tons 1,000 tons of dollars ton 
10, 291 2, 878 


ee Oi Bi ee Sa Sn LAS | ID PSS dcnickdhdd 865630 am dada 14h ocd oman eteeeh 

Od ah eT a 12, 713 i ethding eh atknd tik. cog soda aktelnndp adnan 

BNE b henbecswcet ddd dadeptidsteebits 10, 227 2, 085 26. 59 55, 440 5.71 

DOs atkct thi <sg-cmdicbelduceiyt= 13, 554 3, 221 31. 67 102, 009 7.53 

ininbnhole ddteotabvionvetekhe 13, 199 3, 658 45. 31 165, 744 12. 56 

PO okbbs dadbceddhni bison 1, 139 291 34. 00 9, 894 8. 69 
1 September. 


DATA AND ASSUMPTIONS 


1. Production of finished steel products, Bethlehem—1952-56, as reported in Moody’s Industrial Manual 
1957, p. 2458. 1957 from Bethlehem. 

2. Purchased scrap consumed—1952-56 from Bethlehem by letter 1957, estimated from average ratio of 
purchased scrap consumed to production of finished steel products. 1952-56 (25.54 percent). 

3. Average price paid for purchased scrap—1954—56, United States Steel data, as reported to the subcom- 
mittee by letter. It is assumed that Bethlehem and United States Steel will pay approximately the same 
price for purchased scrap. 1957 current, derived from 25 percent drop in American metal market’s composite 
price for No. 1 heavy melting porep from 1956 avery? to October 1957; this percentage reduction applied to 
average buying price for 1956 for United States Steel. 

4. Computed cost of purchased scrap consumed: Data in col. 2 multiplied by data in col. 3. 

5. Cost of purchased scrap consumed per ton of finished steel: Col. 4 divided by col. 1. 


Senator Keravver. As I understand it, there has, according to your 
figures, been a decrease in the price of scrap from 1956 to September 
1957, from $12.56 to $8.69 ; is that correct ? 

Mr. Buarr. That is correct, sir, per ton of finished steel produced by 
Bethlehem. 

Of course, it should be pointed out that the figure of $8.69 for the 
ny September 1957 is slightly above the level shown for 1955 of 

53. 

However, at the same time, there has been a subsequent decrease 
since September as the market has continued to decline in October. 
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Hence, to that extent the figures in this table understate the costs sav- 
ings to Bethlehem that have occurred as a result of the decline in scrap 
rices. 
: Senator Keravver. Mr. Homer, or any of you gentlemen, would you 
care to comment briefly on this analysis, which I know has been care- 
fully made, but which does involve some assumptions ? 
r. Homer. I will comment just briefly, Mr. Chairman. 

Naturally, we have not had an opportunity to study this informa- 
tion. It is rather an interesting approach to a determination of what 
our costs are in connection with scrap. 

Senator Krerauver. Why do you not just give your costs to us, 
Mr. Homer. You know wiied your scrap price Is. 

Mr. Homer. Well, my answer to that, Senator, is, I do not know at 


‘the moment. I would have to study what Dr. Blair has put in and see 


what the situation is. 

Senator Kerauver. We would like to have your figures. 

Mr. Homer. I would like to comment to this extent: The scra 
situation in this country is very vitally affected by the foreign dmead 
for scrap, and we have wide fluctuations in connection with it, depend- 
ing upon whether Europe is taking a lot of scrap out of here or whether 
Japan is taking a lot of scrap from the west coast, and it is a most 
uncertain situation as far as any predicting as to what is going to 
happen to scrap. 

I am rather interested in Dr. Blair’s analysis of the cycle of scrap. 
I am not sure whether we agree that there is going to be an increase 
in the amount of scrap in this country. So much depends upon what 
the demands are in connection with it, and certainly today we are pretty 
much up against that. 

The maximum amount of scrap being generated in the past, and 
with the great demand from foreign countries, has made it quite 
acute so far as the steel industry is concerned. 

There is another angle to that, on whether it is the right thing to do 
or not, to allow our metallics to be taken out of the country for the 
use of foreign countries. 

We, as you know, had an experience on that prior to World War II, 
where much of our scrap went into Japan where it was manufactured 
to make guns and kill our own boys. But that is a story in itself. 
But it has a bearing on this whole situation. 

Also, there is a question of cooperation with foreign countries to 
help them over their problems and to reciprocate, and maybe this 
scrap picture is somewhat in that category. But the reason I mention 
them is that it makes it very difficult to determine what the scrap price 
is going to be, or what the supply is going to be. 

o that any theoretical approach to it is subject to the question as to 
whether it will be accurate at the time that you have to count on it 
seriously. 

The other comment I would like to make—— 

Senator Kerauver. Mr. Homer, in that connection, both you and 
United States Steel have refused, on the ground that it is confidential 
business information, to give us the detailed breakdown of just what 
goes into making up the cost of a ton of steel. You refused to give us 
the unit cost of various items that go into making up a ton of steel. 
Scrap is one of the important ones, and 

Mr. Homer. Well, it is only one item. 
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Senator Kerauver. Let me finish. Just a minute. 

Mr. Homer. Certainly. 

Senator Kreravver. I asked the staff, and Dr. Blair has worked out 
in the most — way, taking all the information we have, this 
calculation that the average in 1956 of the value of the scrap that 
went into a ton of steel was $12.56. In September, taking September 
as the average, the value of scrap in a ton of steel was $8.69. You 
have been talking about reduction in costs as being a prerequisite of 
the reduction in steel prices. This would show that there has been a 
$4 reduction in the cost of scrap per ton of steel. Unquestionably 
there has been some substantial reduction, because the price of scrap 
has reached a 2-year low, according to the Wall Street Journal article, 


and has dropped very considerably. So, if this figure is not correct, | 


we would like to know just exactly what your figure is. 

Mr. Homer. Senator, the price of scrap, a widely fluctuating com- 
modity in value, although important to us in the making of steel, is 
only one element in many costs that come into the picture in determin- 
ing your total costs for making steel, and it happens quite often that 
when one item is going down, why, others are going up. 

And when your production, for instance, is falling off, it quite often 
results in the scrap price falling, too. 

There is some relationship there that occurs, and of course when 
your production falls off, you have costs increasing in other directions. 

Now, being a widely fluctuating commodity, naturally over a period 
of time, why, we have to operate on the basis of that commodity aver- 
aging out over a long period. We cannot keep daily checking our 
costs, because you get a commodity in there that we buy today and 
tomorrow we do not know what the price is going to be, and in the long 
run the only thing that counts is what is the result at the end of the 
road when all your costs are considered. 

And we have given you those figures as to what our performance is 
in connection with profits, and that is the only thing that you can test 
things out on in the long run. 

However, Dr. Blair’s study is a very interesting approach to it. 
We would be glad to give consideration to that study and, after ex- 
amining the figures, if we have some comments to make on it or sug- 
gestions to make in connection with it or a reply to make in connection 
with it, we would be glad to submit it. 

That would be all I would need to comment on at the present time. 

Senator Kreravuver. That is a good answer to it, Mr. Homer. 

T take it when there are increased costs you see are going to last 
any appreciable length of time, such as your increased wage costs, 
there was no delay in increasing the price of steel. So I would take it 
if you come to the conclusion that this decrease in the cost of scrap is 
going to persist for any length of time, you would apply the same 
rule to decreasing the price of steel ? 

Mr. Homer. Well, I think we can say that we consider all such items 
of costs, and we hope that we will find that scrap prices and labor 
costs and material costs will go down; and in that case, we will be in 
a much better position to do what some suggestions have been, that we 
might be in a position where we could afford to have a lower price. 

But at the moment, our scrap situation is so fluctuating and going 
all over the map that we have to operate on somewhat of an average 
basis of cost over a period of time, and you cannot be jumping around. 
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_ Senator Dmxsen. Mr. Homer, in terms of time, how large a scrap 
inventory: 

Mr. Homer. I beg your pardon? 

Senator Dirksen. In terms of time, how large an inventory do you 
accumulate—4, 6 months? 

Mr. Homer. In some cases, Senator, we have to build up our inven- 
tory in the summertime to meet our demands in the wintertime. 
That takes place in our plant in Lackawanna, because we cannot bring 
in any scrap in quantity to use in the wintertime. So the scrap we use 
up there in the wintertime was probably bought in August, or July, 
August or September, along in there. 

So in that case you have to sort of average it out over the year, and 
you havea stockpiling or inventory situation. 

Senator Dirksen. I do not know very much about the scrap business, 
but it occurs to me that in the winter months, in the northern latitudes, 
the peddlers and others cannot very well retrieve scrap because of the 
severe weather, and especially when scrap is outdoors, so there is not 
much of a movement of scrap in the wintertime. 

Mr. Homer. That is right. 

Senator Dirxsen. All of the movement is in the summer, so that you 
would accumulate a stockpile. 

But I am wondering how large a stockpile is accumulated. If it 
went over a year, then, of course, you would have to average up your 
summer and winter prices to strike an average. 

Mr. Homer. Well, it varies, depending on where the plant is located 
and the collection area that you can draw from, whether it is a good 
scrap area or whether it is a bad one; whether you have severe winter 
conditions or whether you have good conditions all the year around 
where you do not have to stockpile because of the weather. 

So that any one condition does not prevail in our operations. But, 
generally speaking, you probably have 30, 60 days of stock on the 
average—one and a half to 2 months, Mr. Reed says, on the average, 
that we have on hand in stockpile in scrap. 

It is more in some cases, I know. 

Senator Keravver. If this low price persists and if the 25-year scrap 
cycle is authentic, which is borne out by some of the charts that I have 
seen from studies that have been made, I assume during October and 
the first part of November, you would have your scrap pile which 
would last you for a short time. If that is $4 less per ton of: steel, then 
you might very well consider reducing the price of steel, might you 
not? 

Mr. Homer. Well, we might; we might. We will never put aside a 
possibility of that kind, if our costs indicate that we can. 

Senator Kerrauver. You have never reduced your price below 
va States Steel, but now is the time for innovation, don’t you 
think ? 

Mr. Homer. Well, a number of people have made that suggestion 
here before, at different times, and it is always an interesting thing 
to consider, and I cannot commit ourselves in that respect at all. 

Senator Keravuver. All right. 

Mr. Dixon, do you have any documents for the record ? 

Mr. Drxon. Mr. Chairman, we have just two. 

If you will remember, Mr. Broeker promised to bring in the little 
proxy form that went out with the proxy statement. 
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Senator Keravver. That will be made an exhibit. 

t3dt) document referred to will be found in the appendix on 
p. 1347. 

Mr. Drxon. We have also received from Mr. Ewan Clague, Com- 
missioner of Labor Statistics, a letter addressed to you, Mr. Chairman, 
with reference to some mention that was made during our previous 
hearings as to a statement attributed to him. I would suggest that it 
be made a part of the record. 

Senator Keravver. Let it be made a part of the record. 

g _ does not apply, incidentally, to Bethlehem, but to United States 
teel. 

Mr. Dixon. Yes. 

(The letter referred to will be found in the appendix on page 1053.) 

Senator Keravver. All right. 

Do you have anything to offer, Mr. Chumbris? 

Mr. Cuumpris. No. 

Senator Keravuver. Mr. Bolton-Smith, representing Senator Wiley ? 

Mr. Botton-Smirn. Mr. Chairman, Senator Wiley asked me to ask 
some questions about the price rise, but I think that has been covered 
to such an extent there is no use in any further questioning. 

He was also interested in any possible amendments that the witness 
might wish to suggest. Is it not true that the establishment of the 
Securities and Exchange Commission, Mr. Homer, had a beneficial 
effect on corporate disclosure and, speaking generally, on the level 
of corporate responsibility ? 

Mr. Homer. Yes; I think there is no question about that, that it 
has had a good influence in that connection. 

Mr. Bouron-SmirH. So that if you have any amendments of that 
sort or any additional legislation you would like to propose, Senator 
Wiley would be very glad to hear from you. 

Mr. Homer. Thank you very much. Thank Senator Wiley for me. 

Senator Keravuver. f carteinly want to thank you, Mr. Homer and 
es gentlemen, for your appearance here. I am sorry we have not 

ad a chance to hear from your distinguished associates who have 
been here all of this time. 

I wish to make a very brief statement as to what I think the high 
points of the testimony have been. Of course, the record will be 
studied and will be submitted to all members of the committee. What 
I now present is only my view. The subcommittee will make its own 
findings with any dissents or any differences that may exist. 

Yesterday, we discussed the matter of how the Bethlehem Steel Co. 
is operated. I had hoped that we would go into the matter of prices 
first and then the other question today, but we were obliged to do the 
Oo ite. 

F he question of salaries and compensation is important in connec- 
tion with inflation and the price of steel, both from the viewpoint of 
the amount involved, and also, in my mind, from the psychological 
effect that it may have on labor organizations when they come to seek 
wage raises. Undoubtedly, excessive compensation to officials does 
encourage labor unions to try to seek the largest possible amount that 
they can get. 

We have had some very worthwhile discussion about inside boards 
and outside boards, an inside board being where the directors are 
the officials operating the company. May I say, Mr. Homer, that 
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you have demonstrated that you know the steel business well and you 
do have an efficient company, there is no question about that. You 
gentlemen apparently know your business. 

Mr. Homer. Thank you. 

Senator Kerauver. And you run your company well. 

But I cannot get away from the idea that this matter of an inside 
board and an outside board does deserve more public discussion than 
it has had, because undoubtedly steel and many other industries have 
a public interest and undoubtedly we must consider in all of these 
matters the efforts from time to time to regulate industries of a pub- 
lic nature by Federal charters. 

You must take into consideration the nationalization of steel in 
England, Germany, Italy, and other nations, and we do not want 
that to happen here in the United States. It is of tremendous im- 

ortance that management of steel and other great public-interest 
industries be alert to their public responsibilities so that we can kee 
our free enterprise system going without resorting or without deman 
being made to resort to nationalization or some kind of Federal 
regulation. 

Speaking for myself, only, I can see how 1 or 2 men in a compan 
who are geniuses in their business might be entitled to very large sal- 
aries. Frankly, I cannot reconcile the payment of an average of 
$438,000 to all of the officers and directors. This does not seem to be 
in line with what other companies are paying. In view of their job 
descriptions, in view of the practice of other companies, Bethlehem 
being the 11th company ‘in size and yet having 11 of the 18 of the 
highest paid in American industry, certainly does raise a very im- 
portant question. It is primarily an internal question, but it is also 
a matter in which this subcommittee and in which the Congress and 
the public are interested. 

As to the inside or the outside board, the actions in connection with 
the bonus and with the stock-option plan were originated by the 
board of directors and submitted to the stockholders. I have here 
the proxy which has now been made a part of the record. There is 
a place for a vote for or against the stock option and for or against 
the amendment to the certificate of incorporation. But under each 
of these there says, for instance: 


The management favors a vote for. 
Then it says at the bottom: 


If the undersigned fails to specify herein how such shares are to be voted 
on either of said proposals, they shall be voted for said proposals. 

Considering, also, the arguments in the proxy statement, the fact 
that more than 100,000 people hold stock—this is a widely held public 
corporation—I do not think there is any practical way of manage- 
ment being overruled in proposals that are made on this sort of basis, 
particularly with these arguments on the proxy statement and on 
the ballot which are made by mangement. 

I am aware of the fact that you have a very efficient company, but 
I do point out that there may be matters that the public might want 
to consider. It does place a greater responsibility on you gentlemen 
of the inside board than you would otherwise have. 

The second point in connection with pricing is that the evidence 
shows that Bethlehem has substantially, although there are some dif- 
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ferences, followed United States Steel Corp.’s prices. This is true 

even though in some products you are a larger producer than United 

States Steel. The record shows that this was done in spite of the fact 

that your average profits for any recent period were somewhat larger, 

enoept for 1 year when they were the same, than those of United States 
teel. 

We have from Mr. Blough a strange definition of competition, to 
my mind, when he said the best competition was where prices were 
identical. Your, Mr. Homer, have given us what to me is an unusual 
definition of competition: that the public should not get the benefit 
of the greater efficiency of the more efficient company. In other 
words, the old theory that if you build a better or cheaper mousetrap, 
buyers will beat a path to your door, does not prevail in the steel 
business. 

It is something to think about in connection with the steel business 
that so far as the two big companies are concerned, there is no real 
showing that on prices there is any substantial competition. 

We want to preserve our free enterprise system in this country. 
Administered prices have been generally defined as those. which are 
fixed by the judgment of management, rather than by competitive 
forces of supply and demand. It has been shown to exist insofar 
generally as United States Steel and Bethlehem are concerned. 

It was an excessive abuse of situations of that kind that had some- 
thing to do with the nationalization of steel in England and with 
demands for regulation and Government control in other countries. 
We do not want that to happen here, and I know that management 
of steel does not want it to happen. Mr. Homer does not want it to 
happen. But we all realize that it can happen here. I do hope that 
management of industries like steel, will consider these great public 
responsibilities. 

We, of course, in the meantime will examine our antirust laws in 
connection with the role of Government, and I hope that the putting 
the spotlight of public opinion on the good as well as the parts we 
might be critical of in these operations, may serve a good public pur- 
pose. In making these remarks, I want you to know, Mr. Homer, and 
all of you gentlemen, there is no personal reflection upon your in- 
tegrity or your great ability. I am just expressing a personal off- 
hand opinion, with some of which Senator Dirksen may disagree. 
But I felt I should make these statements. 

I want to commend you, Mr. Homer, for your forthright state- 
ments, and the very sincere efforts you have made to give information 
to this committee. 

Senator Dirksen, I have now made my speech, and T will turn to you. 

Senator Dmxsen. Mr. Homer, first of all, I want to say that I am 
glad there are people with vigor and courage and vision in the steel 
business who have a capacity for looking down the road a long dis- 
tance and planning accordingly, because if we do not keep up with 
capacity and the country grows and the national product grows we 
could be in a very difficult fix at some future time. T am glad also that 
there are people in this business who have the courage and in time of 
emergency to pitch right in to make sure that the country is equipped 
with the necessary steel. 

We have been in a number of conflicts. I served in one. T think 
Senator Kefauver served in a conflict. In every case battles are won 











ADMINISTERED PRICES 671 


finally by what is manufactured out of steel, whether it is a tank or 
a shell or what it is. I think the steel industry has been equal to the 
demand of America, whether it is in time of peace or it is in time 
of war. 

I would be the last man, I think, in the United States Senate ever to 
vote for any proposal to incorporate all interstate business, because the 
day you do, and you recite in the law what the conditions are under 
which an interstate business can operate, then you have gone a long 
ways down the road to control, and control in my book is nothing more 
than socialism. 

I do not set myself up as an arbiter either as to what salary a man 
shall have or what remuneration he is entitled to. A corporation is 
a private entity. It belongs to the stockholders. I think the legiti- 
mate function of Government is to make sure that there is full and 
fair disclosure of every material fact that will guide the stockholders 
when he sends in his proxy statement. When we start going very 
much further than that, then we are intruding in and exercising a 
degree of control, and once you start on that road it does not take very 
much to take the next step. 

The old Chinese had a proverb which said the longest journey begins 
with a single step. The British found that out when they socialized 
their first industry. Whether they will ever retrieve themselves from 
their present mess I do not know. But I do know that insofar as my 
own public responsibility goes I am going to be pretty careful not to 
put any of those hobbles on the free-enterprise system so that the next 
step will be easy and then the long hand of the government will 
intrude itself and exercise a degree of control. 

There is a bill pending before a Senate committee at the present 
time. If I remember correctly, it provides if 30 percent or more of 
a given product is manufactured by 5 or fewer companies in the 
country, then when there is a price increase, it must be submitted to 
the Federal Trade Commission, I think, and then to the Congress. 
I can tell you that a lot of mischief will come out of that kind of a 
deal if we ever take that step. In my present state of thinking, I 
will not take the next step. So I just make this very brief recital. I 
commend the people in your industry for having kept this growing 
country supphed with steel. As for the rest of it, I think those are 
determinations that have to be resolved by people who own these com- 
panies, and those are the stockholders. If it is necessary to amend 
the Securities and Exchange Act for more disclosure, I would have 
no objection and might favor it, as a matter of fact. 

I want to be sure that that information is couched in language 
that the humblest stockholder can understand, so that when he looks 
at that statement and reads it, he gets a pretty fair picture of what 
confronts him. Then if he wants to approve a $500,000 salary for 
some director or some officer of the company, that is the stockholder’s 
business, so long as he knows what he is doing. When you get very 
far away from that principle, then you are in trouble. 

So I must say to you and your associates, you have been very forth- 
right in your testimony, and I do believe that in general the Congress 
does not appreciate, and I say it respectfully, and I think people do 
not appreciate quite the problems, the tasks and responsibilities in- 
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volved in looking down the road a long way to make sure that if 
there is no iron ore in Labrador and there is no iron ore in Minnesota 
and there is none close at hand in the Western Hemisphere, that there 
are men with sufficient courage who will go all the way down to 
Africa and think in terms of a 300-mile railroad and a $400 million 
expenditure to make sure that the raw material out of which the steel 
is manufactured will be available when we need it. 

So we wind it up that way. 

Mr. Homer. Thank you, Senator. 

Senator Keravuver. Thank you, Senator Dirksen. You see now, 
Mr. Homer, how committees of Congress operate. [Laughter.] 


Thank you, gentlemen, very much for your cooperation. 
(Whereupon, at 4:55 p. m., the committee was adjourned.) 








